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Our Currency System. 


[The four following papers reproduce the notable discussion 
of the Currency before the Economic Club of New York on the 
evening of February 5, 1908.] 





Evils of Excessive Credit Expansion. 


By Victor MoraweEtTz. 


The currency question of to-day is essentially different from 
the currency question which agitated the country and brought us 
to the verge of a financial revolution twelve years ago. Then the 
question was what should be the standard of value in the United 
States? The question was whether we should open our mints to 
the free coinage of silver into dollars of 412% grains 9-10 fine, 
although 412% grains of silver at that time were worth only about 
sixty cents, according to the then existing standard of value. 
Many persons feared, rightly or wrongly, that the effect of 
authorizing the free coinage of these silver dollars would be to 
make existing debts payable in dollars of a reduced value and re- 
duced purchasing power, and to make silver the standard of value 
in the United States, as in China, and at that time in Mexico and 
India, instead of gold, as in the other leading civilized countries 
of the earth. The people of the United States decided by their 
votes in favor of keeping gold as their standard of value, and I 
hope—lI confidently believe—that the leaders of the Democratic 
party do not propose to reopen that question, but are ready to 
maintain the gold standard of value now prevailing. For when 
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no great moral principle is involved it often becomes the duty of 
good citizenship to accept the decision of the majority, though 
believing that the majority was mistaken. To reopen this question 
as to the standard of value would be so disastrous to the whole 
country that I feel confident that the leaders of the silver party, as 
well as those who support the present standard of value, are 
anxious to bury that question in oblivion. 

The currency question of to-day is simply a question of sound 
banking. It is a question of bank credits and bank reserves. 
The entire currency of the country consists of about three 
thousand million dollars. Of this sum not more than three-fifths 
is ever in actual circulation among the people. The rest, or about 
twelve thousand million dollars, is held by the Government and 
by the banks as a reserve for the payment of their debts. The 
fluctuations of the amount of currency in actual circulation are 
caused principally by the annual needs in the West and South for 
cash, to make payments incidental to harvesting and moving the 
crops in the Autumn, and these fluctuations rarely amount to 
more than $200,000,000, or about 7 per cent. of the entire cur- 
rency. No currency plan would increase or diminish in the least 
the amount of currency in actual circulation among the people. 
Any one who has a bank account, or who has property to sell, or 
who has credit enabling him to borrow, can always obtain cur- 
rency from the banks, unless the banks break their contracts with 
their depositors and violate their legal duty by refusing to pay 
the checks of their depositors in currency on demand. “If the cur- 
rency of the country were doubled in volume, this would not put a 
dollar into the pocket of any man who does not pay for it in labor 
or in property; and the amount of currency in actual circulation 
would not be increased by a dollar. Neither you nor I would 
carry about in our pockets more currency than we carry at present. 
Even Mr. Carnegie would not carry more than his usual number 
of car fares. The whole excess of currency over the amount 
which the people want to carry about or keep in their cash boxes 
for convenience as a circulating medium would be deposited in the 
banks and trust companies. The cash held by the banks and trust 
companies is called their reserves, and these reserves are merely 
the surplus of currency left over after supplying the wants of the 
people for currency as a circulating medium. It follows, there- 
fore, that as the amount of currency used for actual circulation 
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fluctuates, so will the bank reserves also fluctuate, except so far 
as these fluctuations of the reserves are compensated by the 
importation of gold, or by the issue of bank notes, as I shall show 
a little later. 

There are more than 6,500 National banks in the United States, 
and twice as many State banks and trust companies. These 
National banks owe deposit liabilities amounting to about five 
thousand million dollars, and the State banks and trust companies 
owe deposit liabilities amounting to about seven thousand million 
dollars more. The combined banks and trust companies of the 
United States owe to their so-called depositors about twelve 
thousand million dollars, or four times the entire currency of the 
United States. These were the figures a year ago. They kept 
on increasing until the panic came on; since then they have fallen 
off to some extent. 

It may be asked: ‘“ How can the banks and trust companies 
have deposits amounting to four times the entire currency of the 
United States?” Nine-tenths of the so-called deposits of the 
banks and trust companies do not represent the deposit of any 
money, and never did represent the deposit of any money. The 
use of the expression “ bank deposits ” is misleading to many who 
are not familiar with the actual course of the banking business. 
Nine-tenths of these so-called deposits were created by the banks 
and trust companies through mere book entries for the purpose 
of making a profit by loaning their credit for a consideration. 
When a man applies to a bank to borrow $100,000 he rarely wants 
to carry away the money in a bag. What he wants is credit with 
the bank so that he can draw his checks from time to time to pay 
his bills. He gives his note to the bank, payable in say three 
months, with interest at six per cent., and the bank credits his 
deposit account with $100,000 as if he had actually deposited that 
sum, altough he never in fact deposited a dollar of money. The 
borrower generally receives no money, it being understood that he 
will draw upon his deposit credit only gradually, and that he will 
at all times leave a substantial balance undrawn. Not a dollar in 
currency has been received by the bank. The transaction is 
simply a “ swapping ” of credits. Again, a man deposits with his 
bank a batch of checks drawn by other people on other banks, 
and receives a credit as if he had actually deposited so much 
money. These checks are then settled through the clearing houses 
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by turning in to the bank which presents them checks drawn upon 
it by its own depositors. In this case also no money, or very 
little money, passes, and the transaction is merely a “ swapping ” 
of credits. 

I have referred somewhat in detail to the creation of these 
so-called deposit liabilities without the actual deposit of money, 
because this is the crux of the entire currency question. The 
banks and trust companies can go on almost indefinitely creating 
these so-called deposit liabilities, payable without interest, in 
consideration of the notes of borrowers payable with interest, 
except so far as they are limited by the necessity of keeping on 
hand a certain amount of money to pay their deposit liabilities 
when called upon for cash. The banks cannot always pay their 
deposit liabilities by the process of set-off or swapping credits 
through the Clearing House. They must be prepared to settle in 
cash balances against them at the Clearing House, and they must 
be prepared also to pay cash to depositors who call for cash. 
Common prudence, therefore, requires every bank to keep a cer- 
tain amount of actual money as a reserve, and the law requires 
every bank to hold at all times a certain minimum reserve. Tak- 
ing the average throughout the United States, the National banks 
commonly expand their deposit liabilities by the processes I have 
mentioned to six or seven times the amount of lawful money 
which they hold, and all the banks and trust companies together 
expand their aggregate deposit liabilities to an amount often 
equaling twelve times the whole amount of the currency which 
they hold for the payment of these liabilities. If you throw out 
the bank notes, Government notes, and silver held by the banks 
and trust companies, and count only the gold and gold certifi- 
cates held by them, this gold being the only ultimate reserve for 
the payment of liabilities in money, you will find that the aggre- 
gate deposit liabilities of all the banks and trust companies— 
liabilities which they must be prepared at all times to pay on 
demand—amount to more than twenty times the whole amount 
of gold and gold certificates which they hold. 

When you hear of tight money or of a money stringency, what 
does that really mean? It means that the banks and trust com- 
panies have expanded their deposit liabilities to the limit of safety, 
or to the limit permitted by law in relation to their reserves, and 
that they cannot lend their credit any further by the creation of 
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these deposit liabilities, or that they feel compelled to call in 
loans in order to increase their reserves, or to reduce their deposit 
liabilities. It does not mean that people cannot have all the 
currency they want for circulation, unless the banks actually 
suspend cash payments, as they recently did. Even when the 
banks suspend cash payments, as in the recent panic, when there 
was apparently a currency famine, the real cause of the trouble 
and the source of danger is the over-expansion of bank credits. 
There would always be more than enough currency available for 
circulation if the banks did not feel obliged to hold on to their 
reserves on account of their enormously expanded deposit liabili- 
ties. The inability of depositors to obtain all the cash they wanted 
from the banks was not the serious part of the recent panic. This 
inability to obtain currency was an inconvenience, but generally 
not a very serious one, because people could generally pay their 
debts by check. The serious part of the panic arose from the fact 
that the banks were compelled to call in loans which borrowers 
could not pay without enormous sacrifices, and that the banks 
were compelled to refuse to make loans and grant credits for 
legitimate and necessary business purposes, because they had 
already expanded their deposit liabilities in relation to reserves 
beyond the limit of safety. 

If then, our financial troubles are due to the excessive expan- 
sion of bank liabilities payable on demand, without adequate re- 
serves for the payment of these liabilities, the question naturally 
presents itself: “ How can you prevent this trouble from arising 
again, and how can you relieve this trouble by any currency 
plan?” You cannot artificially create money good as bank re- 
serves, because gold is the only true bank reserve. Notes, which 
are merely promises to pay money, are clearly not a reserve for 
the payment of other promises to pay money. The only way of 
increasing the amount of currency in the country, properly avail- 
able as bank reserves, is by digging gold out of the ground, or by 
importing it from abroad. However, you can artificially increase 
the amount of currency available for circulation by issuing bank 
notes, because bank notes are accepted and pass as a circulating 
medium in lieu of gold or other lawful money, so long as the 
holders of these notes are certain of being able to obtain lawful 
money for them, on demand. When bank notes are thus put in 
circulation, they take the place of an equal amount of lawful 
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money, and this lawful money then becomes available as a reserve 
of the banks for the payment of their liabilities. If, by keeping 
all lawful money which they receive, and by paying out only 
bank notes, the banks can issue and keep in circulation, say, two 
hundred million dollars of their notes, these notes would take the 
place of a like amount of lawful money in circulation, and the two 
hundred million dollars of lawful money thus displaced by notes 
would go to increase the reserves held by the banks. Such an 
increase of the bank reserves by two hundred million dollars would 
bring about an increase of the power of the banks to create 
deposit liabilities and to make loans by about six times two 
hundred million dollars, if you take the average of the national 
banks, or about twelve times two hundred million dollars, if you 
take the average of all the banks and trust companies in the 
United States. You can readily perceive, therefore, that the issue 
of bank notes is a tremendous power for the expansion of bank 
credits—such expansion being effected not by increasing the ratio 
of bank liabilities to bank reserves, but by substituting promissory 
notes of the banks for lawful money as a circulating medium, and 
by driving lawful money out of circulation into the reserves. 
Every dollar of bank notes in circulation means a dollar of lawful 
money saved for the bank reserves, or added to them, and more 
than six times that amount added to the power of the banks to 
grant credits, without reducing the ratio of reserves to liabilities. 

There is no country in the world in which bank credits, in rela- 
tion to the reserves held by the banks, are expanded as far as in 
the United States. .The reserves in gold held by the Bank of 
England against its deposit liabilities rarely are less than 40 per 
cent. of these liabilities and usually they are much larger. To-day 
the reserves of the Bank of England amount to 50 per cent. of 
the deposit liabilities of the bank. It is difficult to ascertain the 
exact reserves of all the banks in England, but it is estimated that 
their aggregate reserves in gold amount to more than six per 
cent. of their aggregate deposit liabilities, which is a larger per- 
centage of gold than is held by all the banks and trust companies 
in the United States. The reserves held by the Bank of France 
commonly amount to between 70 and 8o per cent. of all the notes 
and deposit liabilities of the bank, more than two-thirds of these 
reserves being gold, and the remainder silver. The Imperial Bank 
of Germany commonly holds reserves equal to about 40 per cent. 
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of all its outstanding notes and its deposit liabilities, and it is com- 
pelled by law at all times and under all circumstances to hold in its 
reserves an amount of coin equal to at least 3314 per cent. of all 
its outstanding notes. 

The combined banks and trust companies of the United States 
commonly hold about 4 per cent. of their combined deposit liabili- 
ties in gold, and about 8 per cent. in currency of all kinds, includ- 
ing silver, greenbacks and bank notes. Even these small re- 
serves are created in large part artificially, by driving lawful 
money out of circulation and into the bank reserves by means of 
an enormous volume of National bank notes always kept in cir- 
culation. The report of the Comptroller of the Currency shows 
that the volume of uncovered paper currency in the United States 
—I mean bank notes against which money is not held as a reserve 
—is to-day about three times as large as the uncovered paper 
currency of any other country in the world, and that the un- 
covered paper currency per capita in the United States is twice as 
large as in any other country in the world. The precise figures on 
January 1, 1906, were as follows : Germany, $213,900,000; France, 
$118,200,000; United Kingdom, $116,600,000; United States, 
$582,100,000; the per capita uncovered paper currency being: 
Germany, $3.53; France, $3.02; United Kingdom, $2.67; United 
States, $6.83. The above figures for the United States do not 
include our six hundred million dollars of silver, which for 
practical purposes is uncovered currency that must be kept at a 
parity with gold. 

Let us not shut our eyes to the fact that the true cause of our 
financial troubles is the over-expansion—the inflation—of bank 
credits beyond the limit of safety, and that this over-expansion or 
inflation has been caused by the issue of an excessive amount of 
promissory notes of the banks for use as currency in place of real 
money. Nothing will correct this situation or prevent a recur- 
rence of our financial difficulties except a reduction of the volume 
of bank notes outstanding in normal times. In our finances, we 
are in the position of a person who habitually lives on stimulants. 
The more whisky such a person drinks the more does he want, 
and the more does he need to keep himself up; but you cannot 
cure such a case by administering more stimulants. You may 
temporarily brace up the patient and postpone complete collapse 
by a further dose of whisky, but this would only make the con- 
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dition of the patient more serious in the end. Yet that would be 
the effect of nearly all of the currency plans that have been pro- 
posed. None of these plans provides for any check or restriction 
upon the existing over-expansion of our uncovered bank note 
currency and of bank credits. None of these plans strikes at the 
cause of our present troubles or would tend to prevent a recur- 
rence of these troubles. These plans are merely designed to 
palliate the evil effects of over-expansion by authorizing addi- 
tional expansion in times of trouble. The effect in each case 
would be to loosen still further the inadequate checks upon over- 
expansion that now exist, and the ultimate result in each case 
would be to make the situation more dangerous than before. 


One plan is that the banks shall be authorized, in case of 
emergency, to issue an additional amount of bank notes for use 
as currency, upon payment of a high tax to the Government ; this 
high tax being designed to prevent the banks from issuing their 
notes, except when there is a severe money stringency and rates 
of interest are very high. This is the plan embodied in the Aldrich 
bill, and it is claimed, in support of this plan, that it follows the 
precedent of a similar plan that has worked with marked success 
in Germany—the Imperial Bank of Germany being allowed to 
issue its notes without limit, upon payment of a tax at the rate 
of 5 per cent. per annum to the Government. Nothing could be 
further from the facts than that this would be following a pre- 
cedent set by Germany. If we should follow the German system, 
we should indeed have sounder financial conditions in the United 
States than we have to-day; but the merit of the German system 
lies in the adherence to sound banking methods, and not in the 
issue of bank notes upon payment of a 5 per cent. tax to the 
Government. The Imperial Bank of Germany, which is a great 
central bank, controlled by the Government, watches and guards 
financial conditions throughout Germany; and it carefully keeps 
the expansion of bank credits within the limits of safety. It com- 
monly holds reserves amounting to 40 per cent. of its aggregate 
deposit liabilities and note issues. The note issues of the German 
banks, even in times of money stringency, do not exceed one- 
third of the notes which the National banks of the United States 
have outstanding at all times, and per capita of population, they 
do not exceed one-half the note issues outstanding in the United 
States. Furthermore, the Imperial Bank of Germany can never 
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issue notes in excess of three times the amount of coin which it 
holds in its reserve. 

The Aldrich bill contains nothing to prevent the over- 
expansion of bank note currency and of bank credits, which has 
caused our financial disasters in the past. Its only object is to 
authorize further expansion in times of stringency. It would 
merely encourage the banks to expand still further their credits 
in normal times, relying upon the power of issuing circulation 
when the penalties of over-expansion are threatening them. 

The Fowler bill is designed to substitute what are called asset 
bank notes for our present bond-secured National bank notes; 
but here again there is no provision to prevent the over-expansion 
of bank note issues and of bank credits, which are the cause of our 
trouble. On the contrary, the effect of this bill would be to make 
such over-expansion easier than before. 

Under the Fowler plan, the banks would be empowered to 
issue a practically unlimited amount of their notes for use as 
currency, upon payment of a tax at the rate of 2 per cent. per 
annum. The actual issue of the notes would be limited only by 
the demand for currency as a circulating medium and by the 
presentation of the notes to the banks for redemption in lawful 
money. We know from our experience with the present National 
bank notes that the banks would put out all the notes they can, 
and that the notes would be presented for redemption only by 
banks that have received them from depositors and that desire 
to obtain lawful money good as reserves in exchange for the 
notes. The Fowler plan would probably result in substituting 
bank notes for the greater part of the lawful money now in actual 
ciculation and in adding this lawful money to the bank reserves. 
In this way the reserves of the banks and their power to grant 
credits in the form of deposit liabilities and to make loans would 
be enormously increased. The consequence would be a vast ex- 
pansion of bank credits as soon as the spirit of speculation revives 
throughout the country, and large exports of gold until the re- 
serves of the banks have adjusted themselves to the prevailing 
demand for credits. The ultimate result would be to make the 
financial condition of the whole country more insecure than it has 
ever been. The Fowler plan contains other features, all tending 
to cause inflation of bank credits. It likewise provides for the 
guaranty of bank deposits by a common fund to be contributed by 
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the banks; but I am unable, for want of time, to discuss this 
important feature of the plan. 

Then there is the plan to have the Government guarantee the 
deposit liabilities of the banks. I have pointed out to you that 90 
per cent. of the so-called deposit liabilities of the banks are not 
deposits at all, but merely represent exchanges of credits made by 
the banks for a profit. They are utterly different from the de- 
posits made in a savings bank. I hardly think that such business 
transactions are of such specially meritorious character as to 
warrant lending the credit of the United States for their support. 
The effect of a Government guarantee of bank deposits would 
inevitably be to encourage looser banking methods, because people 
could then do business and swap credits with a speculative, im- 
provident, and badly managed bank as safely as with a sound and 
conservative bank of many years’ standing. Under this plan, if 
the United States should guarantee the deposits of the National 
banks alone, it would assume a liability amounting to five 
thousand millions of dollars, or about five times the whole 
National debt. If the Government should guarantee the State 
banks and trust companies, also, or practically force them to be- 
come National banks, the Government would guarantee the pay- 
ment of about twelve thousand millions of dollars. Such a 
guarantee would not accomplish the desired result unless the 
Government should be prepared to pay instantly in cash the de- 
posits of any bank which fails. Unless the Government should 
keep on hand at all times hundreds of millions of dollars in gold, 
as a reserve to pay depositors in times of panic, the whole plan of 
a Government guarantee of bank deposits would be ineffective, 
and would be little more than a gigantic bluff. 

It has been urged in Congress that the Government alone 
should issue notes for use as currency, on the ground that the 
issue of notes to be used as currency, like the coinage of the 
precious metals, is a governmental function that should be dele- 
gated to the banks. The answer to this proposal is that the issue 
of the promissory notes of the Government in order to supply and 
regulate the currency has never been considered a governmental 
function by any nation in times of prosperity, or in normal times; 
that the issue of Government notes has never been resorted to by 
any nation, except in times of stress, when the National credit was 
low, and that it has invariably proved a source of trouble and 
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danger in the end. We have had our own experience with our 
greenbacks, issued in war times, and the cause of untold tribula- 
tion and loss to the people. At the present time these greenbacks 
have been rendered innocuous, because their issue has been limited, 
and because the Government has promised to redeem them in 
gold, and to keep on hand a large reserve of gold for their pay- 
ment; but to extend the issue of greenbacks would inevitably 
bring back again the evils through which we have passed. It 
would be utterly impracticable to make an issue of Government 
notes elastic, so that it would contract when contraction is 
necessary for the safety of the credit situation of the country. If 
the issue of these Government notes should be on top of the 
present issue of greenbacks, silver and National bank notes, it 
would be a measure of unmitigated inflation—but that part of the 
plan has not been disclosed. There are other features of this plan 
which remain in the dark. How are the Government notes to be 
put out? Is the Government to stop levying taxes and to pay its 
debts in its promissory notes? Are these notes to be issued to an 
unlimited amount, and if not, how is the limit to be fixed? Is the 
Government to redeem its notes on demand in gold, and keep an 
adequate supply of gold on hand for that purpose, and how is the 
Government to obtain the required supply of gold? Can we rest 
assured that these questions would always be determined by Con- 
gress in a wise and conservative manner? In view of the finan- 
cial heresies which have prevailed, and which still prevail with 
some of our voters, and in view of our political system and our 
political methods, it seems to me that any plan of issuing Govern- 
ment notes, even though their issue be safeguarded at the outset 
in the most conservative manner, would be bound to bring endless 
agitation and uncertainty, and would be bound to prove disastrous 
to the whole country in the end. 


Another plan that has been proposed and urged by high 
authority, is to establish a central bank in the United States, as in 
England, France, and Germany. I do not believe that a great 
central bank would be practicable or desirable in the United States. 
In order to accomplish the desired purpose, such a bank would 
have to be of colossal magnitude. It would have to be made the 
depositary of the public moneys, and be invested with a monopoly 
of issuing bank notes. Such an institution would not be in har- 
mony with our political methods, and with our business habits. 
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Past experience shows that the people would never consent to the 
establishment of such a large central bank. You could never con- 
vince the people that it would be desirable, or that it would be safe 
to invest any man or number of men with the vast powers which 
the control of such a bank would confer. Even if you could estab- 
lish such a bank and place its control in the hands of the wisest 
and most honorable men of the country, you could never satisfy 
the people that its powers were used wisely and impartially for 
the benefit of all sections and all interests in the country. 

I have a plan of my own, which, I believe, would place our 
system of banking and currency upon a sound and satisfactory 
basis, but I am not allowed the time to explain it to-night. It is, 
in brief, a plan to form an association of the banks, which would 
have power, subject to control by the Treasury Department, to 
regulate the reserves to be furnished by the banks against their 
note issues according to the requirements of the credit situation 
throughout the country. 

Various currency plans have been proposed in Congress, and, 
no doubt, will be debated during the present session, if the 
Speaker permits it. It seems to me, however, that neither Con- 
gress nor the people of the United States are prepared at the pres- 
ent time to solve this great problem intelligently and wisely. It 
could not be studied and considered with the requisite calm and 
deliberation at the beginning of a Presidential campaign. The 
people of the United States, in a century of National-existence, 
have tried almost every known fallacy in banking, and have suf- 
fered grievously in consequence. Congress should recognize that 
the material welfare of the entire country depends upon the adop- 
tion of a sound and practical system of banking and currency, and 
that the only patriotic course is to eliminate all party feeling and 
politics from the consideration of this subject. Congress should 
recognize that the problem is an exceedingly complicated and diffi- 
cult one, and that no plan can be sound or safe unless it be in 
accord with the elementary principles of economic science upon 
which the leading financial experts of the world are agreed. 
Under these circumstances it seems to me that the sensible and 
sane course is to appoint a non-partisan commission to study the 
financial systems of other countries, as well as our own, and, after 
obtaining the advice of the leading financial experts, to report a 
carefully matured plan at the next session of Congress. 
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The Worst Banking System in the World. 


By ANDREW CARNEGIE. 


Americans have many advantages upon which we may plume 
ourselves as being in advance of other nations, but we have at 
least one humiliation to lessen self-glorification. Our banking 
system is the worst in the civilized world. 

The statesmen of 1860 did not have a clean slate to begin with. 
Government credit was then precarious and needed support, and 
the temptation to use banking for this purpose proved irresistible. 
Sound banking was sacrificed to sustain the National credit when 
it was resolved that the currency should be based upon Govern- 
ment bonds, which, in the opinion of Mr. Gage, ex-Secretary of 
the Treasury, resulted in giving a marketable value to these 20 
per cent. higher than they would have otherwise reached. 

The result is that our banking capital is diverted to the extent 
of $1,250,000,000 invested in Government bonds by the banks, 
because currency issued must be based upon an equal amount of 
these bonds deposited in the Treasury. A reserve of 25 per cent. 
against deposits must be kept in cash and a reserve of 5 per cent. 
against circulation kept in Washington for note redemption. Mr. 
Fowler, the able Chairman of the Finance Committee in the 
House, states that the loss caused by this reaches $150,000,000 
annually. Banking capital in France, Germany, England, Scot- 
land, Canada, etc., escapes this loss, because their currency is 
based upon the assets of the banks. None of their capital is 
locked up in bonds as security for notes. Banks keep the reserves 
which experience proves to be necessary. 

This, then, is clear—that banks in other countries start with 
a great advantage over ours, which are heavily handicapped. 

There is another important advantage which these banks 
possess over ours. Currency based upon the assets of banks rests 
chiefly upon trade bills. In the nature of things, the bank is called 
upon to issue or redeem notes just as business requires ; that is, as 
business increases or decreases, currency required is less or more. 
Business brisk, more notes are needed, and they remain in circu- 
lation; business dull, less notes needed, and some are promptly 

returned to the banks for redemption. All is elastic and 
automatic. 
The law in European nations does not restrict the issue of 
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currency up to the bank’s resources, except that when the Bank 
of England was reorganized in 1844 the Government owed it 
eleven millions of pounds, and it was agreed that the Bank might 
issue uncovered notes to this amount, but any issued beyond this 
should be covered by gold. The practice in emergencies is for 
the Government to allow the Bank to disregard this and to issue 
additional currency uncovered, but the Bank must at all times 
redeem notes in gold upon presentation. In ordinary times the 
amount of notes issued by the banks does not exceed much, if 
any, one-half the amount issuable. Canada’s average is 54 per 
cent.; Scotland’s is less. 

We hear the reply, “ All this would be a great improvement 
upon our system, except that our bank notes have the bonds of 
the Government behind them, the best of all securities. Our 
people would never agree to accept bank notes without this. 
Other nations have not this undoubted security.” 

Let us look into this. Take Canada as an example, which has 
a proper manner of banking modeled after the Scotch system. 
Canadian banks issue notes based upon assets. These are secured 
in the following manner: 

First. They are a first lien upon all the resources of the bank. 

Second. Every stockholder is liable to an amount equal to 
the par value of his stock to meet the debts of the bank—upon 
this the notes have also a first lien. 

Third. The Government taxed the banks 5 per cerit. of their 
average circulation until a fund was obtained, the proceeds of 
which are ample to pay any reasonable loss upon the notes, and 
this fund the Government now holds. If it should ever be found 
insufficient, the tax is promptly to be increased. This special 
fund, however, has never yet been called upon for a dollar. 
The interest upon it is now returned to the banks as superfluous 
security. 

No bank note in Canada or in any of the other countries 
possessed of proper banking has ever failed to be paid upon 
demand. 

Compare this with the security we have for our currency from 
Government bonds which have been sold in gold for a shade over 
one-third their face value (greenbacks fell to thirty-six cents), 
and they may sell so again should we be drawn into a serious war. 
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They are at a fictitious price to-day equal to 20 per cent. It is 
not true, therefore, that these are the best security. 

The Government secures the legal tender notes by keeping in 
Washington a reserve of nearly 50 per cent. in gold (150 as 
against 346 millions), but the only redemption fund against our 
currency is 5 per cent. in legal tender paper money, which the 
banks are required to maintain in Washington against their 
circulation. 

There is only one substance in the world which cannot fall 
in value, because it is in itself the world’s standard of value, and 
that is gold, which the banks of civilized nations have as their 
reserve. 

There never was a time, and there never can be a time, as far 
as we can see, when a million dollars’ worth of gold will not 
redeem a million dollars’ worth of debt. Hence the currency of 
European nations is absolutely secure, being based on gold, while 
the currency of our country is not. A serious war would affect 
it, because our bonds would fall in value. Other nations go 
through wars, their bank notes never affected, because the re- 
serves held in their own vaults are in gold. Their business world 
goes on much as usual. Ours would be in constant danger of 
collapse. 

Men have railed against gold as if it had received some 
adventitious advantage over other articles. Not so; gold has 
made itself the standard of value for the same reason that the 
North Star is made the North Star—it is the nearest star to the 
true north, around which the solar system revolves. It wanders 
less from, and remains nearer to, the center than any other object. 
It changes its position less. To object to gold as the standard of 
value, therefore, is as if we were to refuse to call the star nearest 
of all stars to the true north the North Star. Man found that 
gold possessed many advantages as a metal and was the one that 
fluctuated least in value; therefore its merits have made it the 
standard of value. That is all. If another metal appears that 
keeps truer to uniform value, it will displace gold and make itself 
the standard, as the star Lyra, under present conditions, will 
finally displace the present North Star. 

Some men high in authority these days seem to be haunted 
and affrighted by the dread specter of war, and clamor for four 
battle-ships this year when last year the President announced to 
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the world that no increase of our navy was required, but only one 
battle-ship per year to keep the present navy effective. Those 
thus afflicted should ponder upon the consequences that would 
befall our whole financial fabric if, under the strain of war, its 
basis crumbled even in a small degree compared with that which 
occurred during the Civil War. France, when overcome, the 
enemy besieging her capital, moved on in all peaceful business 
departments in perfect serenity. Gold commanded 1 per cent. 
premium for a few days, owing to the disorder reigning in Paris, 
which rendered it difficult for people to attend to business needs. 
With this exception all went on as before from start to finish. As 
a war measure, the President should not delay asking Congress 
before it adjourns to lay the foundation—the only possible foun- 
dation—for a safe and perfect banking system, by separating the 
banks from the Government and requiring them to keep reserves 
in gold coin as European banks do. A beginning might be made 
by enacting that after a certain date banks should keep increasing 
amounts of their reserves against deposits and circulating notes in 
coin; as this increased, the bonds now held for security being 
released. This is practically the Indianapolis plan, which has won 
wide acceptance. Gold coin can easily be obtained. There is 
twelve hundred millions of dollars of it in the country to-day, 
with power to increase this, since our exports exceed our imports. 
Details should be left to the future, whether the European plan 
of one central bank or the Canadian plan of establishing a point of 
redemption in each district be adopted, or an organization of all 
National banks be made to codrdinate the system and have 
authority in emergency to authorize an extension of note issue as 
central European banks have under Government authority, all our 
banks to be responsible pro rata for such additional issues. All 
these and other secondary questions are not now in order. To- 
day’s duty is simply to make a beginning toward basing our bank- 
ing system upon gold, instead of Government bonds liable to 
fluctuation under exceptional conditions. 

To reach proper banking we need no revolution. We should 
make haste slowly. All our progress should be tentative, avoid- 
ing anything like shock to our present system, so fraught with 
danger, and rapidly assuming proportions that threaten recurrent 
disasters. 

We only need to turn our faces and keep them in the right 
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direction by beginning to inject more gold directly into our pres- 
ent system little by little, until, in the fullness of time, we can 
establish a banking system complete in itself, such as that which 
the leading nations and even Canada now so happily possess. 
When we at last become fully prepared for the substitution of 
assets for bond secured currency, this can easily be accomplished 
without causing even a ripple of disturbance, thus relieving the ‘ 
Government from all part in our banking, as other Governments 














are relieved under their systems which work so admirably. i. 

Our present plan is primarily an instrument designed to 
strengthen public credit, and scarcely deserves to rank as a bank- i 
ing system at all. Public credit no longer needs this support. Let 
us therefore, gradually, not hastily, but slowly, very slowly, Fi 
frightening neither the most ignorant nor the most timid, trans- i 





form it into the instrument which the country so imperatively 
needs, if it is to be secure, as other countries are, against financial 
cataclysms, either in peace or in war. 

Men in public life who keep before them this important task 
will live long in the grateful memories of their future country- 
men, for our present plan is one of the greatest of mistakes, 
pardonable only because made under the pressing conditions sur- 
rounding the Republic after the Civil War. 

We read that in the Senate recently, Senator Lodge, one of 
its leading members, declared that “ bank circulation based upon 
gold reserves and a complete extinction of all government credit 
are at this moment counsels of perfection.” This is true indeed. 
Senator Lodge has all the leading authorities upon banking affairs 
known to the writer in agreement with him. The statesmen of 
to-day, when dealing with the subject, will have no excuse to offer 
if they fail to turn the country in the direction of this perfection. 
There is but one right path. 
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Difficulties Lie in the Reformer’s Path. 


By Hon. Lyman J. Gace, 
Former Secretary of the Treasury. 






The Chairman, with great impartiality, with proper regard 
I suppose, to the sensibilities of the orators of the evening, allotted 
te each one an even thirty minutes, thus making no discrimination. 
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Knowing discrimination ought to be made, and realizing the 
great care and study which the first speaker had given the impor- 
tant matter under discussion, I yielded to him fifteen minutes of 
my time. They say altruism is always blessed, and it is more 
blessed to give than to receive, and as a general proposition I 
suppose that is true; but I find in this particular case that my 
liberality was rewarded by his speaking in my time part of my 
speech. Mr. Morawetz indulged in a very instructive consider- 
ation of the whole problem. If time had allowed, he would 
have done what I most earnestly hoped that he would do, enlarge 
upon, emphasize and support by argument the affirmative propo- 
sitions which he has made. I myself have no affirmative propo- 
sitions to offer. I have no bill to introduce. In the first place, 
I do not possess the knowledge or ability to properly grasp and 
cover in all its details the manifold issues that are involved in 
proper legislation. But I do propose, at the moment, to emphasize 
in a few words the need of reform, of which I suppose most of 
you at the present moment are satisfied, but perhaps that need 
may stand out in clearer form and more glaring colors if we 
make simple comparisons. 

In the year 1870-71, France was at the close of an exhaustive, 
to her a futile war. Her enemy was in the streets of her capital. 
She was under duress to pay as a war indemnity one thousand 
millions of dollars. By the rise of the Commune anarchy was 
inaugurated, the streets ravaged, arson, bloodshed and ruin pre- 
vailed. Of course a country could not go through an ordeal like 
that without suffering in her industries and trade and commerce. 
But during that time, before it, and after it, the Bank of France, 
with little abatement from its natural and regular vigor, gave 
steady support to the great industries of the people. She contin- 
ued to perform her function, which is to minister to the needs of 
the industrial life through the intervention of credit. She did, 
indeed, suspend specie payments that she might be more useful 
in the issue of credit obligations which were notes of hand, 
credit instruments issued by the Bank of France; or if you prefer 
a name which has been covered with considerable opprobrium 
in the United States, we will designate them as “asset currency”. 
She suspended specie payments, as I have said, but at no time 
during that trying period did gold advance to a premium so high 
as did ordinary paper currency in the United States at a time of 
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profound peace, at the close of the most prosperous year the 
country ever saw, in the year 1907. 

What accounts for this difference in operation? The funda- 
mental difference lies in this, that France has a perfect banking 
system for its conditions, and we have, as has already been said, 
the most imperfect system for our conditions. For, in the period 
that I have just referred to, in 1907, we had no Bank of France, 
and nothing that was analogous to it. The National Banks, not to 
speak of any others, to which Mr. Morawetz referred, all over 
this broad land, as if some signal bell had rung somewhere, which 
fell upon the ears of all—all, with here and there a remarkable 
exception, ceased at once the function that they were created 
to discharge. What was the result? Industrial paralysis! 
Individual bankruptcy! Corporate bankruptcy! This caused 
labor depression, discouragement, not to say despair. 

Is this the best we can do? Evidently not. It is an insult 
to the intelligence of the American people to assert that this 
system if we can call it one, which culminates in depressions that 
are so fresh and vivid in our memories, is the best we can do. 
But there are difficulties in the way of the reformer. There are 
difficulties in the way of anyone’s formulating a proper, thorough 
system to take the place of this imperfect one, and to some of 
these embarrassments I wish to call your attention. As an appar- 
ent necessity of the Civil War, and in its self-defense and for its 
support, the Government issued a large quantity of United States 
legal tender notes, now known as greenbacks, and taxed bank 
notes out of circulation. It absorbed from the people values in 
exchange for its notes to the extent of some three hundred and 
forty-six millions. That currency now remains. It was found 
to be a very convenient and economical piece of business. For 
$346,000,000 of non-interest-bearing notes are of apparently 
greater economic value than a like amount of bonds drawing three 
or four per cent. of interest, which might have to be issued to 
cancel that indebtedness. So the people naturally enough recog- 
nize this immediate advantage, and will look no further, but 
refuse to have these advantages terminate. The next step in artifi- 
cialism was for the Government to create an artificial market 
for its bonds. Mr. Carnegie also alluded to that. The result is 
known well enough to all who are experienced in values at all, 
that by this system—the pledging of Government bonds as 
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security for the note issues—the value of United States bonds 
has been apparently enhanced twenty per cent. at least over the 
current value that obtains in the markets of the world for similar 
securities. Incident to this, the Government, for some reason 
which I have never quite understood, guaranteed the payment 
of every one of the notes issued by the banks of the United 
States based on these securities. 

That is not quite all. Not as a_ result of the war, but by 
pressure of political events, and by supposed advantages, as the 
representatives of the people saw it, for a period of fifteen years 
the Government purchased silver bullion at one price, equal te 
sixty cents for the dollar, coined it and put it out for one hundred 
cents on the dollar, covering the balance in the treasury as miscel- 
laneous receipts. If I am allowed I would like to consider the 
moral aspect of that proposition. 

Mr. Bryan: I will give you five minutes of my time for that. 

Mr. Gace: I cannot afford to take any of your time. I 
want to hear you all of your time. 

I will now quote the words of a gentleman whose name you 
would recognize if I should mention it, a very distinguished name 
in the United States. He said, “Stocks which do not represent 
money invested cannot be raised to face value by honest or 
legitimate means, and those who palm off spurious securities 
upon the market may make more money by such transactions, but 
they show no more conscience than the horse trader who doctors 
up a wornout or a worthless animal and by concealing his 
tlefects sells him to some unwary purchaser.” I, myself, think 
that is an overstatement and I would not apply it exactly to 
this transaction, but I do say this, that a great government of 
a great people should be to the people, in its dignity, majesty, 
justice and truth, second only to our conceptions of the Almighty. 

There is a lack of understanding as to what a bank is, what 
its function is. There is a general, and quite popular belief that 
banks are organizations consisting of certain favored ones re- 
ceiving a grant of power from the Government, and that their 
business is to exploit the people. That is a false conception 
A better understanding shows that next to production, the elemen- 
tary thing in the material welfare of the community, and next 
to transportation the hand-maiden of production, comes the instru- 
ments of credit which facilitate exchanges, make trade possible, 
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move products across the continent and across the seas. The 
banks make this exchange and these credits possible. 

There are many proposals for reform, but I will not discuss 
any of them at the present time. I agree with both gentlemen 
who have spoken before me, that we should deliberate; that 
this is an important piece of business, and that we ought not 
to do anything hastily, but that we ought to do it. Many of 
the proposals will, no doubt, be found like the plans of a house 
drawn by the son of a friend of mine who got married. His 
father said to him, “ Now, son, you and your wife sit down and 
draw your plans for a house, and make just what you want. 
Bring it to me and we will look it over, and we will call in the 
plumber and the architect and the electrician, so you will have 
a house which will be suitable.” After considerable study the | 
son came to the father and said, “Here, father, I have got it. This 
sheet shows the basement, this one the main floor, this one the 
second floor, and here is the upper part of the house.” The 
father looked all over it and said, “That’s very convenient, I 
think; plenty of closets, very fine; the sitting room is very com- 
modious and proper—but how do you get from here up to 
this upper floor?” The son said, “I didn’t think of the stairs.” 

I will end with this question, which has already been antici- 
pated,— What shall we do about it? I have already said we ought 
not to act hastily. The reaction of recent events is on us. 
Dullness, plethora of currency, fear on the part of the borrower 
to borrow, and fear on the part of the lender to lend, will con- 
tinue for a considerable period of time, and unless something 
extraordinary happens, which no man can see, further panic 
is impossible for some time to come. If you ask, “ What shall we 
do?” I would ask Congress to appoint a Commission—somebody 
said non-partisan, we probably will have to say bi-partisan--- 
but men who hold their country dearer than their party, men who 
will sit down in the light of conscience and honor, and study 
faithfully from all the directions from which light can be gathered, 
and then if possible find the way through the embarrassments 
which I have hinted at, like the standing stumps in a new road 
in a forest. If I could appoint on the Commission my three 
associate orators and they would pledge themselves to act in the 
way I have suggested, taking time, I believe they could bring in 
a bill that would be a final solution of the many evils from which 
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The Government Should Issue Notes and Guarantee 
Bank Deposits. 
By Hon. WILLIAM JENNINGS BryYAn. 


Gentlemen, I have had a number of delusions shattered here 
to-night. I had understood that for the last forty-seven years 
our financial affairs had been in the hands of men who possessed 
all the qualities that Mr. Gage has suggested a commission should 
possess. And now to learn from excellent American and Scottish 
authority that we not only have the worst system in the world but 
worse than he, with his fruitful imagination, could imagine— 
what shall I say to my people when I go back home? How shall 
I explain that three conspicuous financiers who have given this 
subject great thought, who know all the intricacies of finance, 
should be agreed upon but one proposition, and that is, they do 
not know what ought to be done. 

I am assured by one of them that that is not a fair statement 
of the subject. I will withdraw any statement that is considered 
unfair, although it seems to me that after I have traveled 1,500 
miles to drink in wisdom from authoritative sources, it is a breach 
of promise at least not to give me something. And yet, as each 
one approached the important part of the subject, he concluded 
that we ought to have a commission consider the matter. Is it not 
strange that a commission is always resorted to by those who do 
not care to elaborate before an election a plan that rhight not be 
popular at the election? Is it not strange that all of our great 
financial programs are brought out just after the election, when 
the people cannot sit in judgment upon the subject? 

The time allotted to me is not sufficient to answer all the finan- 
cial fallacies that have been advanced to-night. I, the champion of 
sound money, have not time to defend the honest dollar from the 
attacks that have been made upon it. And as I listened to those 
from whom I expected some clear, specific remedy, I was re- 
minded of the words of the great Apostle, and I did not know 
whether I would be expected to paraphrase those words and say, 
“That sound finance which ye ignorantly worship I come to 
declare unto you.” 

My friends, when I defend anything that we have in finance, 
you cannot accuse me of defending anything with which I have 
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had any connection. These greenbacks that have been described 
in uncomplimentary language were not issued by me or by my 
party, and it seems to me that it is straining a point to denounce 
a government for issuing 346 millions of promises to pay, bearing 
no interest, when he does not denounce the issue of 700 millions 
of banks’ promises to pay that bear no interest. If a bank’s 
promise to pay, bearing no interest, is fit to serve as money, why 
should not a government’s promise to pay, bearing no interest, be 
fit to serve as money? 

My friends, I understand that the subject to-night was the 
currency question as it presents itself at this time, and therefore it 
is not necessary to discuss our whole financial system. I do not 
want, therefore, to enter into discussion of a subject so large as 
our financial system. But I remind you, that if we follow the 
suggestion that nothing but gold be considered good for reserves, 
then we will either have to stop making deposits in the banks, or 
else increase our gold so that we can keep in the banks a reserve 
large enough to protect the banks in the doing of their business. 
We have not that gold in this country and we cannot get it with- 
out drawing gold from countries that do not need it, and if we 
draw the gold from other countries, and discard the use of money 
that serves to-day in place of gold, then the effect must be to 
diminish prices in foreign countries and lessen their ability to 
trade with us. 

To-day we hold in our reserves not only gold, but silver and 
silver certificates and 346 millions of greenbacks : 946 millions. We 
have about 1,200 millions of gold in the country; that is the best 
estimate that I have been able to get. Now if we are going to 
discard, as has been suggested, silver and greenbacks, we must go 
elsewhere and get 946 millions of dollars of gold, and it will not 
be an easy matter. How can we get it? I will tell you one way 
to get it: make the farmer sell his foreign exports for less, and 
lay upon him the burden of getting the money to substitute for 
silver and the greenbacks. That may please some, but I am not 
surprised that it is not advanced seriously pending a campaign, 
for it would not please the producing masses of this country. 

It is not my business to explain this panic. I have not felt as 
much of it as some of you have. In fact, my connection with it 
has not been embarrassing. And politically my connection with 
it has not been embarrassing, for it has at least robbed the coun- 
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The Government Should Issue Notes and Guarantee 
Bank Deposits. 


By Hon. WILLIAM JENNINGS BRYAN. 


Gentlemen, I have had a number of delusions shattered here 
to-night. I had understood that for the last forty-seven years 
our financial affairs had been in the hands of men who possessed 
all the qualities that Mr. Gage has suggested a commission should 
possess. And now to learn from excellent American and Scottish 
authority that we not only have the worst system in the world but 
worse than he, with his fruitful imagination, could imagine— 
what shall I say to my people when I go back home? How shall 
I explain that three conspicuous financiers who have given this 
subject great thought, who know all the intricacies of finance, 
should be agreed upon but one proposition, and that is, they do 
not know what ought to be done. 

I am assured by one of them that that is not a fair statement 
of the subject. I will withdraw any statement that is considered 
unfair, although it seems to me that after I have traveled 1,500 
miles to drink in wisdom from authoritative sources, it is a breach 
of promise at least not to give me something. And yet, as each 
one approached the important part of the subject, he concluded 
that we ought to have a commission consider the matter. Is it not 
strange that a commission is always resorted to by those who do 
not care to elaborate before an election a plan that might not be 
popular at the election? Is it not strange that all of our great 
financial programs are brought out just after the election, when 
the people cannot sit in judgment upon the subject? 

The time allotted to me is not sufficient to answer all the finan- 
cial fallacies that have been advanced to-night. I, the champion of 
sound money, have not time to defend the honest dollar from the 
attacks that have been made upon it. And as I listened to those 
from whom I expected some clear, specific remedy, I was re- 
minded of the words of the great Apostle, and I did not know 
whether I would be expected to paraphrase those words and say, 
“That sound finance which ye ignorantly worship I come to 
declare unto you.” 

My friends, when I defend anything that we have in finance, 
you cannot accuse me of defending anything with which I have 
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had any connection. These greenbacks that have been described 
in uncomplimentary language were not issued by me or by my 
party, and it seems to me that it is straining a point to denounce 
a government for issuing 346 millions of promises to pay, bearing 
no interest, when he does not denounce the issue of 700 millions 
of banks’ promises to pay that bear no interest. If a bank’s 
promise to pay, bearing no interest, is fit to serve as money, why 
should not a government’s promise to pay, bearing no interest, be 
fit to serve as money? 

My friends, I understand that the subject to-night was the 
currency question as it presents itself at this time, and therefore it 
is not necessary to discuss our whole financial system. I do not 
want, therefore, to enter into discussion of a subject so large as 
our financial system. But I remind you, that if we follow the 
suggestion that nothing but gold be considered good for reserves, 
then we will either have to stop making deposits in the banks, or 
else increase our gold so that we can keep in the banks a reserve 
large enough to protect the banks in the doing of their business. 
We have not that gold in this country and we cannot get it with- 
out drawing gold from countries that do not need it, and if we 
draw the gold from other countries, and discard the use of money 
that serves to-day in place of gold, then the effect must be to 
diminish prices in foreign countries and lessen their ability to 
trade with us. 

To-day we hold in our reserves not only gold, but silver and 
silver certificates and 346 millions of greenbacks : 946 millions. We 
have about 1,200 millions of gold in the country; that is the best 
estimate that I have been able to get. Now if we are going to 
discard, as has been suggested, silver and greenbacks, we must go 
elsewhere and get 946 millions of dollars of gold, and it will not 
be an easy matter. How can we get it? I will tell you one way 
to get it: make the farmer sell his foreign exports for less, and 
lay upon him the burden of getting the money to substitute for 
silver and the greenbacks. That may please some, but I am not 
surprised that it is not advanced seriously pending a campaign, 
for it would not please the producing masses of this country. 

It is not my business to explain this panic. I have not felt as 
much of it as some of you have. In fact, my connection with it 
has not been embarrassing. And politically my connection with 
it has not been embarrassing, for it has at least robbed the coun- 
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try of argument that my party was the only party under whose 
administration a panic could come. 

If I were a financier and my word were good on finance, I 
would say that instead of locating the blame upon too large an 
issue of paper money, it ought to be located on the issue of stocks 
and bonds that do not represent value or honesty in business. A 
gentleman did me the honor to quote something that I said last 
night. I am glad that he quoted it; I was afraid it would not get 
into the papers. The fact that he quoted it shows that it got ino 
the papers, and I am gratified. And, my friends, I do not over- 
state it. In fact, knowing that I was where language was care- 
fully examined, I was especially cautious as to the use of language 
and I shall not put this government, which bought silver bullion 
at sixty cents and coined it into a dollar, in the same category or 
company with those who issue billions of dollars of stocks and 
bonds that represent nothing but the expectation of those who 
issued them: to reach their hands unmolested into the pockets 
of the people and draw from them dividends to which they are 
not entitled. The Government did buy silver at 60 cents and coin 
it into a dollar, and no man who took the dollar ever lost one cent, 
and that cannot be said of the men who took the securities and 
suffered a shrinkage of one-half. So much of the causes of the 
panic. 

But, my friends, the study of causes does not help us much 
unless they suggest remedies, and it seems to me the time is here 
to suggest remedies. I have heard of elastic currency as being 
necessary. I am led to the conclusion to-night that we have over- 
estimated the need for elasticity, for if we can postpone for a 
year the getting of that elasticity merely because the campaign is 
on, the need is not so urgent as I have been led to think it was. 
I had been losing sleep at night wondering how long it would 
necessarily be before we could respond to the urgent need for 
elastic currency. I had been anxious that as little time intervene 
as possible and have been much disturbed by the failure of our 
advisers to agree upon some plan which would relieve the 
stringency. Now, we have two bills in Congress, one known as 
the Aldrich Bill and one known as the Fowler Bill. The Aldrich 
Bill attempts to provide an emergency currency by the issue of 
bank notes upon certain specific securities deposited with the 
Government. The other advocates that there shall be an entire 
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change in our bank currency even more radical than that proposed 
by the Aldrich Bill. At present the banks issue on bonds, and I 
do not think it so absurd that the Government should make its 
bonds the basis of notes if we are to have bank notes, nor that 
the Government should guarantee the notes that rest upon its own 
bonds. And the stringency is not now so great as if there had 
been doubt as to the ability of the banks to retire the notes. The 
best feature of the bank note is the Government guarantee, and 
when men take it, they do not ask whether the bank is a good one. 
They take it because the Government is bound. 


Here is the difficulty about this currency that is proposed. It 
must either be a bank currency or a Government currency, and 
those who want a bank currency seem to be so anxious that it 
shall be a bank currency that they are not willing that the distress 
shall be relieved by Government currency. In other words, the 
principle involved is to them more than the need to be supplied. 
Certainly the emergency is not great if it can be postponed or 
defeated merely because you have to take a Government note 
instead of a bank note. Therefore, the first thing to be considered 
is whether this should be a Government note or a bank note. If I 
were discussing the Aldrich Bill there are several features I would 
criticise, and one of them is, the use of the railroad bonds as a 
security. If discussing the Fowler Bill, there are a number of 
features of that bill that I would criticise. The Aldrich Bill pro- 
poses a bank note resting on other kinds than Government bonds ; 
and the Fowler Bill a note resting upon no bonds, but upon the 
assets of the banks. I prefer that the emergency currency shall be 
a United States note, and not a bank note at all. I am not afraid 
to trust the United States. I am not afraid to have its notes 
issued. And I remind those who are fond of bank notes, that 
when gold and silver went to a premium, the banker did not take 
the trouble to go out and find gold and silver. The greenback 
looked good enough for him. 

Concede the point that this note shall be a Government note. 
and it is easy then to agree upon the security upon which it shall 
be loaned. And, my friends, I would not appreciate your 
courtesy as I do, if I did not speak to you frankly. I do not 
live in New York. I am some distance from New York. But, my 
friends, we in the West have had experience. How many banks 
have suspended in New York? How many in Brooklyn? Our 
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experience teaches us that it is better to trust the Government 
than to trust the financiers in the control of money. And if any 
of you think that proposition unsound, present the opposite 
proposition and give the voters a chance to express themselves. 
This is a government of eighty millions of people and not 
six thousand bank presidents; and no financial system can 
be expected to be permanent in this country that does not 
have back of it the hearty approval of the public. We are 
told this must be left to a commission of men who will 
put their patriotism beyond their party. They are not the only 
men. You can find men in every hamlet who put their patriotism 
above their party. We don’t want a few people to think out these 
things for the rest of the people. However, when you appoint 
your commission and when the bill comes in, it has to be passed 
upon by all the people through their representatives in Congress. 

Now, if you concede the point that the Government shall issue 
the money, then it becomes a matter of detail. The Government 
can meet the need simply and quickly, and I believe provision 
should be made for the issue by the Government of United States 
notes like our greenbacks in form and in redemption, and that 
these United States notes should be loaned by the Government 
upon sufficient securities and at a rate of interest which will com- 
pel the retirement of the notes when the emergency is over. I am 
not sure but we could combine some of the suggestions of differ- 
ent bills. One suggests that bonds be deposited. Take state, 
county and municipal bonds, and we have between two or three 
billions of them. They would make a good basis. All the Gov- 
ernment needs is security if it is going to loan the money and 
these would make good security. 

I am opposed to any increase in the banks’ control over the 
currency of the nation. If those who desire an elastic currency 
are willing to have the elasticity controlled by the Government 
and the notes issued by the Government, there will be no difficulty 
in agreeing about the security. Let the right of the Government 
to issue be granted and then we can easily agree upon the security, 
and it might be well to combine, as I have said, several of the 
suggestions that have been made. I do not think that railway or 
industrial bonds ought to be used for such security. One man 
suggested that the country be divided into clearing house dis- 
tricts. There ought to be enough so that there would be a rep- 
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resentation of the needs of different communities, so you could 
meet the needs of any given locality. Some one suggested if we 
had this clearing house district we might empower the clearing 
houses to borrow from the Government. I will go further than 
that. If we create a district and authorize the clearing house of 
the district to control all the banks of the district, the Govern- 
ment could loan money to them without any specific security, for 
it has back of it all the assets of all the banks. And if the loan 
was limited to a certain per cent., say, for instance, 20 or 25 per 
cent. of the total capital and surplus of the banks, there could be 
no loss to the Government. 

But, my friends, there is no difficulty about detail. If we need 
emergency currency, if elasticity is desired, it is possible, without 
any change in our system, without any innovations at all, to pro- 
vide all the elasticity that anybody can show a need of. And are 
we asking too much when we insist first that this shall be in 
the control of the Government and not in the hands of 
individuals ? 

What we need, I think, even more than an increase in our 
currency, is confidence. Think of it! Think of it! I am the 
evangel of confidence. I am now the advocate of confidence. If 
we can bring money from hiding and hoarding and get it into the 
banks, the banks will have more additional money to loan than 
we can possibly furnish them by any emergency currency. What 
we need to-day is to restore confidence in the deposit. John 
Wanamaker was quoted as saying—but I cannot rely entirely on 
what the newspapers say—he was quoted as saying a billion was 
in hiding. The Government only loaned about $250,000,000, and 
if Wanamaker is right we had four times as much in hiding. 
The Postmaster-General says in his recommendation of a postal 
savings bank that we are sending out many millions every year 
to be deposited in Europe by people who are not willing to trust 
our banks. The people of this country are being driven to the 
postal savings bank because they want a place to deposit their 
money where they can get it when they want it. 

Some of you have thought me very anxious to enlarge the 
work of the Government. I have never insisted that the Govern- 
ment should undertake any business that could be done satisfac- 
torily by the individual. I believe in individualism. I want the 
individual to have the largest sphere of action, and only where it 
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is impossible for the individual to act, or unsafe for the com- 
munity that he should act, have I suggested that the Government 
should act. I have thought for years that if the banks did not 
allow banking to be made safe they would drive this country to 
the postal savings bank. I would rather have the banking done 
by the bankers than by the Government. The postal savings 
bank is only an alternative, and only to be selected if we cannot 
otherwise get the security that the people demand. I believe the 
greatest need we have is legislation that will make people feel 
that when they put money in the banks they can go and get it 
whenever they want it. The stringency that spread over this 
country in a night has taught the people the necessity for this 
protection. 

They tell me—the banks or the people who defend the banks— 
that the timidity which people have manifested is not justified. I 
say that is generally true. I am not prepared to speak for this 
community, but I am sure that out in my country there is no 
reasonable excuse for this timidity. Our crops have been bounti- 
ful; our prices have been good; our times have been good; our 
people have money, and they fill the banks with their money, and 
there was so much that they sent a large part of it down to New 
York to be invested, and have been waiting—and waiting—and 
waiting for its return. Our banks are good, and yet, my friends, 
when a bank suspends payment on a check, you need not be sur- 
prised if the ultra-timid become alarmed and want their money 
out. If I were a banker I would not be proud of a system if it 
had to run rivalry with a carpet, and have the carpet preferred in 
times of stress. A man does not hide money under a carpet if he 
can find any safer place. 

My friends, I repeat that what we need is legislation to make 
banking safe. You rather laugh down here in New York at 
Oklahoma. You would say it is a wild Western state, and yet, 
the first thing they did in Oklahoma was to pass a law to guaran- 
tee bank deposits. How did they do it? They authorized a bank- 
ing board to collect an assessment on the 17th of this month of 
I per cent. of the deposits of the banks. I think it is hardly 
necessary. I think that one-half of 1 per cent. would have been 
enough, that even one-fourth of 1 per cent. would have been suffi- 
cient ; but they said I per cent. and they empowered the board to 
assess at any time to any extent necessary to keep that reserve 
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intact. Thus they put behind every bank the assets of all the 
banks. In anticipation of the operation of that law, the bankers 
of Kansas petitioned their Governor to call a special session of 
the legislature to pass a law like it, so as to keep the money from 
being drawn out of Kansas banks and deposited in Oklahoma. 
The legislature is now in session. It will enact such a law. It 
has been introduced in Illinois. It has been introduced in Ohio, 
and I had the honor to receive an invitation from the Republican 
legislature of Ohio to come and address that legislature on a 
guaranteed bank. If I were a banker, I would be ashamed of a 
system that is so bad that somebody has to be invited to suggest 
remedies. And yet, possibly, I was invited because some fourteen 
years ago I tried to secure the enactment of such a law by Con- 
gress. We had had a failure in our town and many poor people 
suffered the loss of all their savings, or almost all, and the hard- 
ships visited upon our community brought out such a cry of dis- 
tress that some one came to me with the suggestion—I wish I 
could remember his name, but I cannot—and I introduced in 
Congress a bill that provided for the collection of a small tax 
each year until a guarantee fund was provided with the suspen- 
sion of the tax until it fell below the fixed maximum. The 
bill provided that when a bank failed the Comptroller should from 
this fund pay every depositor immediately, so that there would be 
no interruption of business to the community, no loss to the 
depositor, and should then proceed to collect the assets of the 
bank and reimburse the fund as far as the assets would go. 
Now that was thirteen or fourteen years ago. What was the 
objection they raised? That if all the banks were good, the big 
banks would not have any advantage over the little ones, and so 
it was necessary that the depositors should all be unsafe that the 
big banks might have an advantage over the little banks. Where 
is the patriotism we have been hearing about in our financiers that 
they build a system which requires that the depositor shall have his 
interests jeopardized and that the community shall suffer in order 
that the big bank might have an advantage over the little bank? 
I went out to Nebraska and got that bill introduced there. 
I thought, surely if we cannot have it in the United States we 
can have it in Nebraska, but when the bill came up we had a 
lobby of National bankers to oppose it. “ Why,” they said, “ if 
state banks were good, people would not deposit in National 
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banks.” What is the objection now? Mr. Forgan, at the head 
of one of the biggest banks in Chicago, stated as his objection 
that it would make all banks secure. What an objection! Why, 
as you go down town in the morning just stop in any bank and 
deposit your money? That would be awful! I ask you this 
question, my friends: Must we leave the depositor helpless? 
Must we leave the community helpless, rather than have all banks 
secure ? 

What is more important than the security of the depositor? 
Why not look at this question from the standpoint of eighty 
millions of people who have lost one hundred millions of dollars 
in this particular crisis that they never can get back. Is that not 
sufficient reason for a different plan, or shall we sit back and 
say, “No, it would not do to make all banks secure, for then the 
big banks would not have any advantage over the little banks?” 
The big bank will have an advantage over the little bank. The 
fact that it has a big capital and a surplus enables it to loan 
more to individuals than the small banks can. A bank can only 
loan one-tenth of its capital and surplus and the bank that has 
ten times the capital and surplus of another can accommodate the 
man who wants to borrow ten times as much as the borrower of 
the small bank can accommodate. Isn’t that an advantage? And 
then there is another advantage. They have the advantage 
resting upon vanity. People like to do business with the best 
banks, they like to go in and have the manager of the biggest 
bank bow to them and smile to them. Isn’t* that some 
advantage? Wouldn’t that remain even when all banks are safe? 
Not only have they vanity on their side, but in addition the 
capital! Isn’t that enough for any people? 

What is the other objection? Why, they say that if all the 
banks are secure and the depositor cannot lose, then the banks 
will be recklessly managed. I am glad that that argument is made 
now, when we have seen the extreme care that is exercised under 
present conditions. My good friend here suggested that a dif- 
ference as large as an ocean separated him from some of the 
speakers, and I thought I could notice a slight inclination of the 
head in my direction. I wonder if there could be a larger gulf in 
our opinions on this subject. The manager careless! Why, my 
friends, the officers of a bank are selected by the directors, and 
the directors are chosen by the stockholders, and the stockholders 
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would lose all they had of their capital; all their capital would be 
gone, all their surplus would be gone, and then they would have 
to respond to the 100% liability assessment before any other bank 
could lose. Wouldn’t that be enough to make a man careful? 

If that isn’t enough, suppose we try the criminal law on him 
and see if that will make him careful. What has been the difficulty 
with our banks? Our financiers will tell you that the banks that 
have failed have failed in almost every instance because the officers 
have violated their trust and used the money of other people to 
advance their own private interests. Isn’t that true, Mr. Gage? 

Mr. Gace: Yes, sir. 

Mr. Bryan: Isn’t that true, Mr. Baker? 

Mr. BAKER: Yes, sir. 

Mr. Bryan: Why hasn’t it been remedied? Why, because 
the managers of the big bank don’t want to be restrained and 
the big bank isn’t anxious to have the other one restrained 
because the big bank can point to the recklessness of the other 
fellow. I don’t know anything about finances. I have never 
been in the financiers’ class. There is one certain thing that I 
look back to and with great pride. I attended a congress of 
bankers and officers and financiers in 1892, during the exposition, 
and made a short speech and it was printed and I keep it in the 
house to show my children and my children’s children that on 
one occasion I associated with bankers. 

And yet these distinguished men who have shed lustre on 
the banking business admit that I have put my finger upon the 
sore place in the banking system. Now my friends, when we 
make all the banks responsible for each bank, then they will be 
interested in having proper regulation. When we make all those 
interested to protect themselves, we shall find them interested 
in an active legislation that will protect the public from a mis- 
appropriation of funds. We have been asking for this regulation 
all the time. I introduced a bill in Congress to increase the 
penalty for embezzlement where the amount was lost. I supposed 
that I would have eminent support. I supposed the stockholders 
would be glad to hold over their officers the danger of a longer 
penal term if they were dishonest and took money. I found that 
it would take away the advantage that the big bank held over 
the little bank, and so I could not get it through. 

I welcome the prospect of a guaranteed bank because I think 
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it will enable us to get some regulation that we need. For 
instance, it might help us to pass a law that will make it more than 
directory to say that we shall not loan more than one-tenth of 
the capital and surplus to one borrower. A man testified in the 
case of a Chicago bank last summer that that law was merely 
directory, and if the examiner found that a bank was loaning 
more than ten per cent. to one man the department sent him a 
formal letter, calling his attention to it, and if he did not 
stop it by the next examination he might expect to be forcibly 
reminded by another courteous letter. Is that good banking? 
Is that safe and sound financing? My friends, if one-tenth of 
the capital and the surplus is all that ought to be loaned under 
our present system, we ought to have a criminal law that would 
compel the officers to do that which they are directed to do by 
the authorities. Wouldn’t that be a good law, Mr. Gage? 
.Mr. Gace: Yes, sir. 

Mr. Bryan: My friends, if I keep on I will be in standing 
after a while. Now I think there is another thing that we ought 
to have. I think that more of the reserve ought to be kept in 
the bank and less loaned. Isn’t that right? 

Mr. GAGE AND Mr. BAKER: Right again. 

Mr. Bryan: Now, my dear friends, I want to remind you 
that for forty-seven years our laws have been made by financiers 
and yet we reach the condition which confronts us to-day, and 
eminent bankers admit here in your presence that I, a farmer 
from Nebraska, can suggest changes that your financiers did not 
think of and did not put into law. Why? 

Mr. GAGE: You ought to be right part of the time. 

Mr. Bryan: Gentlemen, it is a concession that I appreciate, 
and I wish I could return the compliment by saying that our 
financiers have been right even a part of the time. Now there is 
just one other safeguard that I think ought to be put in. I would 
like to see a law that would make it a criminal offense for any 
bank official to become a gambler upon the stock market. 

A Vorice: Would that make him a gambler? 

Mr. Bryan: Don’t wait until he has become a criminal by 
losing, or until he commits suicide, but make it criminal to begin. 
Save the man’s life, his honor and his family by protecting him. 
I read not loag ago that a bank official who found that the market 
had gone against him shot himself, and the one who was asso- 
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ciated with him in the bank came in and found him dead; and 
knowing that he had shared in the dead man’s speculation, he 
shot himself and fell dead across the body of the other man. 

In Iowa not long ago I was told that within a radius of, I 
think, one hundred miles ten bankers had committed suicide as 
the result of their speculations. The market had gone against 
them! It would be a mercy to these men to protect them from 
this temptation that has cursed humanity from the beginning: 
the temptation of gambling! The man who has in his keeping 
the money of others ought to be protected as far as law can 
protect him from the temptation of gambling. Am I not right? 

Voices: You are, you are. 

Mr. Bryan: Again I am right. 

Now I have said all that I have upon this question in the belief 
that it is not necessary to wait until the election is over to find 
out what ought to be done. Take a plan that appeals to the 
common sense of the average man. You need not be afraid to 
present it before election. The people want to do what is right. 
Some of you misunderstand our people out in the suburbs of New. 
York. You think we are anarchists. You think we want to 
hurt and injure. I think I am a fair representative of the average 
man out in the country ; at least I have been able to keep in touch 
with him in spite of all the newspapers. He and I get along 
pretty well together. Why? Because I have tried to appeal to 
the hearts and consciences and judgments of these men. You 
have said that we are arraying class against class. It is false! 
You say we have been taking property! That is not true. 
The man who defends human rights is the best defender of 
property rights. The man who prosecutes the wrong-doer is 
the best friend of honesty. And all we have asked is for you to 
view this great question from the bottom and not from the top. 
There is an idea that God selected a few men and endowed 
them with greater wisdom and fitness and then put the country 
in their hands. That used to be the plan. First it was the King 
who could do no wrong. Then it was the aristocracy. Now it 
is the democracy. 

These men whose deposits make your bank worth keeping, 
these men whose deposits are the basis of your fortunes, have 
a right to be considered. Not only their interests, but their 
opinions. You like to persuade a man that your bank is a good 
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place to deposit his money in and that his judgment is good 
when you are trying to persuade him to deposit his money in 
your bank. Trust his judgment a little when he wants to reg- 
ulate the method that will be employed by those who will have 
charge of his money. Some time we will have to meet this issue, 
and we may as well do so frankly and boldly now. There is no 
reason why, if our finances had been conducted as they ought 
to have been, there should have been this stringency. If the 
people tell you that they need an emergency currency, I will take 
their word for it; but if the banks are to hold both ends of the 
elastic, I will tell you that you do not need it as badly as you 
thought you did. Trust the Government, the representatives 
elected by the people. These men, acting in the open, and respon- 
sible to their constituents, are just as trustworthy as people 
acting behind closed doors, who are responsible to no one but 
themselves. I think you will have to consider the opinions of the 
voters on this question, whether you try to settle it by ballot or 
by a commission selected for the purpose of preparing the kind 
of bill that you would not prepare yourselves before the election. 
It has got to come before the people, and you might as well take 
them into your confidence first as last. 

If you want this elastic currency let the Government issue 
it and loan it. You will have no difficulty deciding upon adequate 
securities that will be easily furnished. Then lay upon the banks 
the responsibility of making the banks safe, and if the banks 
say that they do not want to be held responsible for other banks, 
my answer is that if you banks won’t trust each other, in heaven’s 
name, why do you expect people to trust you with their money? 
The slight tax imposed would be more than compensated for by 
the money drawn from the people, which you could then loan out 
at interest. Here is a system that protects the depositor, protects 
the community, and gives the big bank an advantage at a small 
price. Why isn’t it good to bring something in the interest of 
the masses up before the election? 

My friends, I thank you for this opportunity to speak to you. 
I have been talking a long while,—I don’t mean to-night—for 
many years, and this is the most respectable crowd that I have 
ever talked to in my life—that is, measured by New York 
standards. It is no more respectable than the people among whom 
I live. The man who toils by the day, who goes out in the 
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morning and works all day; who commences in the spring and 
works all summer, though his hands be hard from work, and 
his clothing not up to the social cut—he is a respectable man, 
and I have been addressing respectable audiences all over this 
country, but this is the first highly official financial audience 
that I have yet addressed. 

And if I have exceeded my time limit, and spoken with 
earnestness for which I should apologize, just remember how 
long I have waited for the opportunity and think that I may 
never have it again. 





The Pennsylvania Institute of Certified Public Accountants 
has invited The American Association to hold its twenty-first 
Annual Meeting at Atlantic City next October and the invitation 
has been accepted. Accountants from all sections of the country 
are taking an interest in the meeting, which will, it is expected, 
rival the Congress of Accountants held in 1904 at St. Louis. 
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Averaging Account Sales. 


By H. D. Grant. 


The most trying part of the work of a bookkeeper for a com- 
mission house is averaging the account sales for the current 
month; and having had practical experience in that capacity, I 
should like to present a few suggestions. This method is a unit 
calculation only and has been approved by competent judges as 
an accurate and simple form of averages to cover large sales. 

Take, for instance, the sales for a month in a large woolen 
commission house, which may aggregate $200,000 made up of 
2,000 invoices or more, with terms of sale ranging from ten days 
to seven months and incidental dating covering a number of days. 
The formula which I submit provides columns to cover such 
running time, with a supplemental division for uneven days. 

This unit method is a safeguard against getting the wrong 
number of days. The old system which is ordinarily used is to 
abstract the amount of each charge at its due date, from the sketch 
of sales at the end of the month and multiply each amount, by the 
number of days intervening between the due date and the focal 
date or the first day of the month; then divide by the total sales 
for the month. The method takes two men about two days to 
figure sales, whereas the unit system takes one man four hours 
to complete the same number of sales. 

The columnar arrangement of Form A gives a place for 10 
days, 30 days, 60 days, 90 days, 4 months, 6 months, and 7 months 
with the dates 1 to 30 on each side. There is a daily sales margin 
in which may be inserted each day’s total sales (in dollars only, no 
cents being considered). The total for the month is reconciled to 
the sketch and the first unit of dollars omitted from the total. 
This total, divided by 3 (which is the same as the original amount 
divided by 30), will give one day’s interest on the total sales. 

As a sketch clerk enters, say, an item termed ten days June 
1st, billed on February 5, amount $211 (see sheet entry under 
February 5), that is, 123 days running time, he assigns it to the 
columns headed 10 days, 90 days, and to the supplementary 
division under 23. By footing each column you get the running 
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time at the rate of 1 per cent. per month; the supplemental 
amounts are all carried up alongside the daily sales, opposite the 
running time specified on the actual sale. They are added and 
carried to the right of daily sales. This amount is multiplied by 
the running time, which begins with the unit 1, inserted after the 
first date or on the 2d of the month. The result of the extreme 
right-hand column is the interest on the running time, on the 
daily sales and the supplemental division, and you get that by 
multiplying each amount by the unit running time and dividing 
the total by three. The first unit of the total is omitted, which, as 
before stated, is the same thing as keeping the total intact and 
dividing by 30. For example, take 3727. To get 1 per cent. for 
9 days we multiply 3727 x 9 + 30. In the breaks 10 to 19 we add 
the amounts and affix a cipher; in the breaks 20 to 29 we add the 
amounts x 2 and affix a cipher. In other words, we do not multi- 
ply 2599 by 23 but by 3 and the 20 is taken care of in the breaks. 
The total interest earned 695.48 is the same as if we took each 
amount opposite I to 27 and extended these amounts separately, 
viz. I X 1387 + 2 X 5344 + 4 X 2223, and divided each 
quotient by 30. We then total the interest earning column and 
divide it by one day’s interest on the sales which is, $31.87. This 
divided into $3,189.30 equals 100; now 100 days from February 
Ist gives the due date May 12, 1907. 

The negative to sales, namely, returns and allowances, cannot 
be covered by this form. The sales begin always on the first of 
the current month, while the returns sometimes cover a period of 
six months before and after the date of the account current ren- 
dered. This requires a laying out of all the amounts at their due 
date, before one can find the focal or beginning date. The for- 
mula for averaging the credit is illustrated in Form B. 

The allowances number thousands of small amounts, repre- 
senting all sorts of dates, and are taken as at the end of the 
current month in aggregate. 

The thirty-one perpendicular lines are crossed with horizontal 
lines to provide a laying out space for the amount of returns. 
The focal date is the first date on the first laying out space, the 
numbers I to 31 at the top being the monthly date. 

We get the even month’s interest earning at 1 per cent., by 
cross-adding each monthly laying out space, which is designated 
by its title at the extreme left of sheet. The time between the 
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Averaging Account Sales. 


months is 30 days or one full month. That is, if the focal date 
month is January and the next month February, it would be taken 
as one month. If the next month were April, the time would be 
taken as three months or one month’s interest on the total cross- 
addition of February and three months’ interest on April. 

Now, the thirty-one columns under each day are added in 
the total for each day, and the footing covering all the months is 
made at the bottom of the columns under each day. As we have 
included the monthly interest in our suramary, the daily amounts 
before the focal date are overcharges, while the amounts after 
the focal date are an undercharge. We get the interest on the 
daily amounts by multiplying each daily total by the time between 
the date and focal date and dividing by 30, as in the sales. 

If the amount of the days prior to the focal date exceed the 
amount after the focal date, the difference between the two is the 
net overcharge and must be deducted from the monthly earnings. 
To get the average it is necessary to take 1/30 of I per cent on the 
total returns and allowances for the month (dollars only) and 
divide it into the interest earned. The quotient will be the num- 
ber of days from the focal date on which it is due. 

The compound average is the balance or net sale divided into 
the amount of the returns and allowances, multiplied by the num- 
ber of days between the due dates, viz. : 


95626 Due May 12, 1907. 7485 
Returns Allce’s. 7485 Due Feb.2, 1907. 99 Days 


88141 


67365 
67365 Net Sales Due May 20 


741065(8 Days Adv. on May 12 





The 1908 annual meeting of the American Association will be 
held next October in Atlantic City under the auspices of The 
Pennsylvania Institute of Certified Public Accountants. As this 
will be the twenty-first Anniversary of the National Accountancy 
Organization, a large attendance is assured and an interesting 
occasion looked for. 
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Another Fallacy in Bond Values. 


By Artuur S, LIttte, 


As every one knows, practically all corporation bonds, and a 
very large majority of the municipal bonds that are outstanding 
to-day, provide for semi-annual interest payments; or rather the 
coupons mature with that frequency, and it is for such bonds that 
the numerous editions of bond value tables that are in use to-day 
were prepared; in fact, almost without exception, at the head of 
each page, or at least on the title page, will be found the words: 
“ Interest payable semi-annually.” * These various editions have 
come on the market at sundry times during the last twenty-five 
years or more, and differ more or less from each other in regard 
to price, scope, closeness of rates, etc., but upon comparing their 
contents it will be found that barring a few errors, typographical 
or otherwise, the corresponding values do not differ from each 
other beyond one point in the last figure at the most, and when we 
consider further that each author must have made his own cal- 
culations independently on account of copyright laws, it is safe 
to assume that the tables referred to are correct, or at any rate 
consistent, and constitute a standard of measurement to which 
the investing public has adapted itself. 

However, the coupons on all securities do not mature at six 
months’ intervals by any means. Monthly interest payments are 
not unknown; being frequently found in accounts, bank loans, 
installment loans, and car trust notes. Quarterly bonds are often 
met with, and possibly one-half of the dividend stocks make pay- 
ments four times per year. Lastly we have bonds with annual 
coupons, which, although confined almost exclusively to municipal 
issues, nevertheless are to be found much more frequently than 
is generally supposed.7 

Now upon consulting any of the ordinary tables heretofore re- 
ferred to we will find the value given for a 6 per cent. bond run- 
ning two years to yield 5 per cent., 101.88, and if we examine the 
pau shee ass reference was made to the income are those of Price, and N. W Harris 


+ A careful analysis of the public municipal bond sales of the United States for the 
lest two years ssems to warrant the assertion that at least 5 per cent. of such issues are of 
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bond to which this value applies we will find it to be as follows on 
January 1, 1908: $1030. due Jan. 1, 1910 
30. due July 1, 1909 
30. due Jan. I, 1909 
30. due July 1, 1908 
Let us now suppose this bond to be altered to an annual bond, 
with all other conditions remaining unchanged. It would then 


assume the f ; 
issume the form $1060. due Jan. 1, 1910 
60. due Jan. 1, 1909 


Now it is certainly not taking very much for granted to pre- 
mise that the value of 101.88 is no longer applicable * to this bond 
after having made such a radical change in its make-up as defer- 
ring for six months the collection of each alternate coupon, and 
that the value, or worth of the bond to an investor has to a greater 
or less extent been changed; i. e., enhanced or impaired. Suppose 
this very simple proposition were submitted to 100 ordinary men 
accustomed to lending money or buying bonds; who make no pre- 
tensions to actuarial skill, but have a general common sense 
understanding of the principles of banking; know that money is 
worth money, etc., how many of them would adjudge that the 
value (i. e., actual intrinsic worth) had been impaired, and how 
many that it had been enhanced ? 

No one would go to the labor and expense of preparing and 
publishing a complete set of bond value tables unless he expected 
to find a market for same; hence, inasmuch as at least three differ- 
ent editions for quarterly bonds have appeared between 1885 and 
1905, the inference is that both computers of tables as well as the 
users thereof realized that the ordinary semi-annual tables were 
not available for quarterly bonds, and that special tables were 
necessary. Inasmuch as the respective contents of all three tally 
throughout, it is immaterial which one we refer to. One of them, 
however, which contains both quarterly and semi-annual values 
side by side affords the following: 


3% Bonp—25 YEARS. 
Coupons maturing. 24% basis 3% basis 4%4%, basis 
Quarterly . 100. 77.50 
Semi-annually ’ 100. 77.62 
* One of the authors of the annual tables hereinafter referred to, states in a circular: 


‘*There is quite a little inaccuracy in using the semi-annual interest bond value tables 
to compute the return from bonds with interest payable annually.’’ 
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Now if words in the English language mean anything, a bond 
value is the value of a bond, and if these values above quoted are 
correct, then they mean: 

If we are considering the purchase of a 3% bond running 25 
years, and have both quarterly and semi-annual bonds to choose 
from ; 

If we are willing to accept 244% for our money, the quarterly, 
bond is worth a trife * more than the semi-annual bond; 

If we are unwilling to accept a less rate than 4%4%, then the 
semi-annual bond is worth a trifle * more than the quarterly bond ; 

And finally if we value our money at 3%, then it is totally 
immaterial how frequently the coupons mature. 

There are also at least two editions of tables for annual bonds, 
and the same relationship as shown above would have been ob- 
tained had we used them instead of quarterly values for com- 
parison with the standard semi-annual values. In fact they might 
all three have been compared at one time and the general results 
would have been the same; viz., when the rate to be realized coin- 
cided with the nominal rate of the bond it made no difference how 
frequently the coupons matured, and when the effective rate ex- 
ceeded the nominal rate, then the less frequently the coupons 
matured the greater the value of the bond. 

I have merely quoted the values of the bonds as they appear 
in these different publications. Deductions as to the value of the 
values are left to the judgment of the reader. 

One would think that the computers of these tables for annual 
and quarterly bonds must have observed these absurd and incon- 
sistent properties, and would either have refrained from putting 
out such calculations, or at least have indulged in some apology 
or explanation in a preface, but such does not appear to be the 
case. The author of the quarterly values just quoted does state, 
however : 

“The table of values for Government bonds, interest being paid 
quarterly, has been computed on the usual assumption t that the interest 


so received constitutes a sinking fund, each installment of which is 
invested to yield the same rate of interest as the principal.” 


In the article by Mr. Rollins which appeared in the November 
number of this magazine he said, quoting from another article of 


ot will bo nosed that the difesense ie very slight, although as 
there is considerable difference between "96 every tunes mentee ond 1. hee baa 
for 25 years. 

t My italics. 
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his own that had appeared shortly theretofore in another 
publication : 

. “the fundamental principles upon which they (bond values) are 
based, which presupposes that the holder of a bond will, at the maturity 
of each one of the coupons, reinvest a sufficient portion of the money 
received, and keep it so invested until the maturity of the bond.” 

It is certainly remarkable, in view of the fact that there are 
at least four totally different methods of regarding the subject of 
bond values (as well as making calculations thereof), all equally 
sound, and giving identical resuits, that so many authors of tables 
should have invented a fifth one that is unsound from start to 
finish, and the absurdities that have just been pointed out in the 
values that were based on these “usual assumptions” and 
“ fundamental principles ” furnish all the evidence that is neces- 
sary to indicate how thoroughly mischievous and fallacious these 
two utterances just quoted are, as well as showing the fatal conse- 
quences of pushing too far the luck * that attends the “ usual 
assumption ” plan. 

If the purpose of this article were merely to establish the fact 
that a fallacy in bond values exists we could rest our case; never- 
theless it is proper to go further into the matter and discuss at 
length and in detail one of the pitfalls that lies in the “ reinvest- 
ment ” path. 

There is a more or less well known and perfectly sound ex- 
pedient for obtaining values for bonds not comprised in tables 
(such as a 3%% or a 10% bond) by ascertaining the constant 
difference between a 4%, 5%, 6%, etc., bond and making the 
proper correction. Taking any edition of the semi-annual tables 
and turning to the 25 year page, we find in the 2'%4% income line: 


Their difference is 18.51. Subtracting successively we obtain: 
2% bond 90.74; 1% bond 72.23, and finally an 0% bond 53.72. 
Taking the tables for quarterly bonds and proceeding in the 
same manner we obtain 53.62 as the value for an 0% bond on a 
214% basis, 25 years to run. If these two 0% bonds were closely 
examined they would not be found to differ from each other in a 


*“ The two plans would gi recisely the same result numerically if we assumed that 
the rate of re-investment was that of the net neon, which is the usual assumption.” 
(From the article: A Fallacy in Bond Values, by Chas. E. Sprague, in the November issue 
of THe JouRNAL OF ACCOUNTANCY.) 
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manner to indicate a difference of .10 in their respective worths ; 
whence more evidence that we are still on the trail of a fallacy. 

Mr. C. E. Sprague has, however, recently published a table 
of values for quarterly bonds whose contents do not tally in a 
single instance with the other quarterly tables that are under 
consideration, but on the contrary differ widely. Employing his 
tables we find: 4% bond, 127.990269; 3°% bond, 109.426178; 
difference 18,564091, and working out an 0% bond in the same 
manner we obtain 53.733905, or the same* as the 53.72 first 
obtained from the semi-annual tables. 

The .fact that these totally different values for 4%, 3%, 2%, 
etc., bonds should reduce to a common value for an 0% bond is, 
instead of being a matter to marvel at, merely as it should be, for 
when the time to run and income basis are fixed, all 09% bonds 
are worth the same, regardless of whether their coupons mature 
every 100 years or every five minutes. Now if an investor buys 
an o% bond running 25 years to yield him 2%°% income and 
pays 53.73 therefor, if this price is a correct one it is certainly 
very clear that the roo. that he will collect in a lump at the end 
of 25 years will represent the return of his principal, together 
with interest thereon, and since the problem is not complicated by 
his having betaken himself to the Knickerbocker every three or 
every six months with “a sufficient portion of the money re- 
ceived” from his coupons for $0.00, this 53.73 must have been 
the PRESENT WORTH of too. for 25 years at 2%4%, and upon 
making the calculation or consulting suitable compound discount 
tables this will be found to be the case. 

The 53.62 may also be found in the compound discount tables, 
but in an entirely different place, and not close by the 53.73 as 
might be supposed from the fact that in each case the time was 25 
years; the amount Ioo. and the rate 2%24%. The 53.73 will be 
found in the 14% rate for 50 periods, and the 53.62 in the 5-8% 
rate for 100 periods. 

This lets the cat out of the bag. In all the tables for semi- 
annual bonds the interest has been compounded semi-annually ; 
in the annual tables it has been compounded annually, and in al! 
the quarterly tables (except those of C. E. Sprague) it has been 
compounded quarterly. In this connection it is not improper to 
state that to prepare tables for quarterly bonds and compound the 


* This discrepancy of .01 does not signify an error in either tables, but is due to there 
not having been more decimals in the short tables. 
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interest quarterly is child’s play, using any one of the five methods 
of procedure, while to construct tables for quarterly bonds and 
compound the interest semi-annually is a task that is appalling in 
its difficulties; even if rough accuracy only is desired. Without 
making any insinuations, however, and taking the reinvestment 
votaries at their word, it will be plainly seen how utterly impos- 
sible it would be to do what they claim is necessary in order for 
an investor to realize the rate of income the tables had told him 
he would receive, for according to the “ usual assumption ” man 
the investor would not only have to continue buying bonds for 
small and fractional amounts on the same income basis as his 
original purchase, but would also have to restrict himself to 
quarterly bonds, while according to Mr. Rollins,* when a 
quarterly bond was bought a savings bank would have to be 
found that would consent to upset its system and compound in- 
terest on balances quarterly (with full interest allowances on odd 
cents), and if the bond happened to be annual, then, unless the 
bank could be prevailed upon to compound the interest annually, 
the balance would ultimately be too great, thus causing the whole 
system to fall to the ground. 


The process by which the foregoing analysis was made was 


“cc 


simplified by the expedient which I designate as “clearing the 
bond of its coupons,” but at the same time the proposition of an 
o% bond is not an absurdity at all, or even far-fetched, and such 
a bond could easily be conceived to exist. e. g. a village wishes 
to issue some 25-year bonds to build a city hall; the understand- 
ing being that the bonds will be taken by the citizens themselves. 
A public meeting is held, and the said citizens, actuated by public 
spirited motives, proceed to “bid down” the rate of interest 
among themselves. One man offers to furnish the money at 3%, 
another at 2%, another offers to take a certain amount of the 
bonds at 1%, etc., until finally a philanthropic merchant (who 
possibly also figures that the notoriety involved might be worth 
something to him) creates a sensation by offering to furnish the 
money at 0%, which means that he pays par for bonds that have 
no coupons attached. Later on it becomes necessary for him to 
turn one of these bonds into cash and he is unable to find any one 
who will buy it on the original basis, but really does find a pur- 


: *“TIn a bond with the interest payable but once a year, this money can only be re- 
invested and compounded once a year. Likewise in a quarterly table, it will be four times 
ayear.” (Annals Am. Acad., September, 1907, p. 55.) 
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chaser for it on a 2%% basis. The next step is to ascertain the 
amount to be paid, and as it is very unlikely that it would occur 
to them to derive a value for an 0% bond from the ordinary bond 
tables, we will assume that a competent mathematician is asked 
to make the calculation for them. This is simply an interest 
problem with the known quantities as follows: 

25 years 


2% % 
and the unknown quantity the principal. 

The mathematician would be unable to proceed with these data, 
however, and his first step would be to inquire, “ With what 
frequency shall the interest be compounded?” and if this was left 
to his judgment he would, or should, at least take the half-year 
as the unit on account of that being the unquestionably recog- 
nized standard of frequency with which interest on long time 
investment securities is due and payable. 

There are all sorts of measurements which, while really being 
of a two-dimension nature, through the workings of custom, un- 
written laws; specific understandings, etc., are in practice spoken 
of and used as though they were single-fold. e. g. a man is hired 
at $20 per week, but these terms are without meaning unless it 
be definitely agreed, or at least tacitly understood,* that he is to 
furnish uninterrupted service for 8 or 9 hours each day. For 
many certain experiments, refined measurements, tests, etc., it 
has been agreed among those who have charge of stich matters 
that all this experimenting, measuring and testing shall be done 
either at or as of a certain recognized standard of temperature, 
say that of melting ice. In mechanical drawing it has been agreed 
that shading shall always be done on the basis of the light pro- 
ceeding from the upper left hand corner,t and drawings that 
transgress this rule are ineligible for admission to the Patent 
Office, however faultless they may be otherwise. Numerous other 
cases might be cited where, for the purpose of permitting and 
facilitating comparisons, measurements that are governed by a 
compound factor have by common consent had a convenient and 
suitable constant value assigned to one of the factors, thus con- 

* The story of the five caps in a ee ee a man 


may sometimes get into trouble by depending too much on tacit understan regarding 
the other dimension. 

t It is often the case that it is only*through the source of the supposed light 
that it can be determined whether a certain portion of the object portrayed is convex or 
concave. 
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fining the variations to one plane, and curtailing enormously the 
countless combinations that otherwise would exist. One familiar 
instance of this, which also bears a striking analogy to the subject 
under consideration, is the manner in which the isobars are drawn 
on the weather maps that are issued daily by the Government. 
e. g. if I see that the barometer is 28.72 either at Galveston or 
Leadville, I am warranted in concluding that alarming conditions 
prevail and that violent storms will probably rage in that vicinity. 
Yet while the actual height of the mercury at Galveston was prac- 
tically exactly 28.72 inches, at Leadville it was only about 19 
inches. These barometric readings are governed by two factors, 
viz., the altitude of the station and the actual weight of the air, 
and in order for these readings to possess any significance when 
compared with each other, they are all corrected to read as if 
made at one common plane of altitude, viz., the mean height of 
the tide in the Gulf of Mexico. In the same manner, in all prob- 
lems involving interest on money the rate is a compound factor, 
and no interest calculation can be made unless the time unit for 
compounding is stated, for there is no such thing as “ simple 
interest,” and such an expression as $100 at 7% for 14 days at 
simple interest really means at 7% for 14 days, compounded 26 
times per year. Now whenever a man makes an investment in 
any kind of a security, all he does is to buy at their present worth 
at some rate of interest, compounded at some time interval, the 
various promises to pay fixed amounts, and the rate of interest at 
which they are to be discounted is fixed by the investor, which is 
perfectly proper, and analogous to a prima donna demanding 
$2,000 per week for her services. The time interval for com- 
pounding is also fixed by the investor, which is equally proper, 
and can be compared to the aforesaid prima donna demanding 
$2,000 per week, with the stipulation that she appear every other 
night only. It will now be seen that money for investment may 
be, or rather is valued the same as professional services, and in 
the same manner is measured by a compound factor. It follows, 
therefore, that in private transactions there is no reason why 
money should not be lent or securities purchased on most bizarre 
terms. e. g. a man for a long time has been lending money on 
call in Wall Street at an average rate of 4%, and calling and 
renewing loans every week. If he should happen to discount a 
non-interest bearing note running two years, we can conceive of 
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his insisting upon figuring the discount at 4%, compounded 50 
times per annum. 

The resultant effective rate of income that constitutes a money 
valuation may be compared to a rectangle, whose area is deter- 
mined by its two dimensions. If, for instance, we have a figure 
6 x 6, we can alter its dimensions to 4 x 9, 3 x 12, etc., ad 
infinitum and always have the same result representing the area. 
In the same manner is it possible to alter interest rates without 
violating the terms of contracts or affecting final results. e. g. a 
trust company might receive a deposit of a fixed sum and agree 
to allow interest thereon at the rate of 23.2059 compounded 
biennially, for 20 years. After doing this a while they reduce the 
rate to 21% and make interest credits annually, and still later on 
they reduce the rate to 20% and make interest credits twice a 
year; all of which could be done without the slightest injustice to 
either themselves or to the depositor; in fact it might be done 
without his knowledge, and the amount of the deposit at the end 
of the 20 years would be exactly what he had figured it would be 
from his own calculations at 23.205%, compounded biennially. 
By this it will be seen that the freak rate of discount of 49%, com- 
pounded 50 times per annum was wholly unnecessary, and if our 
friend had simply haggled a little and secured a rate of 4.1% and 
then used ordinary present worth tables, it would have been un- 
necessary to drag logarithms into the matter, and he would have 
been a little better off, as 494 compounded 50 times per annum is 
equivalent to only 4.07+-% straight. : 

We have already seen that the value for an 0% bond was the 
PRESENT WORTH of the face of the bond at compound dis- 
count, and it is easy to see that the common difference of 18.51 
was the PRESENT WORTH of an annuity of 1%, for the last 
18.51 that represents the difference between an 0% bond and a 
1% bond is the PRESENT WORTH of the chain of coupons on 
a 1% bond. 

To sum up therefore: A table of bond values is merely a 
complex set of PRESENT WORTH tables, of great utility in 
ascertaining the combined present worths of a series of post-due, 
non-interest bearing obligations; said tables being constructed 
so as to relieve the user of the enormous labor of taking out, 
multiplying, listing and adding up each individual present worth 
in ascertaining the value of a bond, which would be necessary if 
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the ordinary compound discount tables were used, whose contents, 
being designed for general use, are abstract ratios to a base of 
unity. 

In order that the contents of these complex present worth 
tables may possess any utility for measuring and comparing rates 
of income it is necessary that a standard be taken for one of the 
factors and thus restrict the variableness of the rate to one plane 
only. 

As it was found more expedient to standardize temperature, 
altitude, light source, etc., so in this case is it wise to standardize 
the compounding interval. 


As melting ice, the upper left-hand corner, mean sea level, 
etc., were found to be rational and convenient standards, so 
should six months be used as the standard for compounding 
interest. 





It will be recalled that in analyzing the tables that were 
proven to be fallacious, we found them constructed on the follow- 
ing loose, free and easy going plan: 


When the coupons matured every three months, the interest 
was compounded quarterly. 


When the coupons matured every six months, the interest was 
compounded semi-annually.* 


And when the coupons matured every twelve months, the 
interest was compounded annually. 


Thus invariably affording PAR as the value for an n% bond 
on an n%& basis, without any regard to its architecture. It is 
therefore logical to assume that if occasion had required the 
preparation of tables for bonds with coupons maturing at other 
intervals they would have been computed along the same lines, 
and if this had been done the results would have been as follows: 


. 


* On the same principle that if a man discharges a blunderbuss at close range ats 
small target he is sensonabs y sure of scoring a bull’s eye, it happens that one of the tables 
of these various authors is correct, viz., the semi-annual, but after reading their philosophy 
and analyzing their work for other kinds of bonds it would appear that their semi-annual 
tables acquired their right to be designated as correct in about the same manner that a 
stopped timepiece acq the reliability that it possesses on two occasions every 24 hours. 

Suppose a table showing the relative areas of circles to the diameters 1, 2, 3, 4, etc. 
were p 4 e@ computor working under the err impression that area=%4 
ney x 3.14159, Would it be proper to say that the area shown for the diameter 2 was 
correct? . 
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8% BOND..16 YEARS. 
Coupons maturing. 4% basis. 8% basis. 16% basis. 





Quarterly 100 54 
Semi-annually 100 54t 
Annually ‘ 100 54.65 
Biennially 100 554 
Every four years 100 57 
Every eight years 100 598 
Every sixteen years 100 64 

In the above table we have assumed several forms of bonds 
that are freakish in their make-up to an unheard of degree; 
nevertheless the atrociously absurd results obtained were not 
brought about by the amplified abnormal character of the bonds, 
but by the principle followed in making the calculations, viz., com- 
pounding the interest with the same frequency with which the 
coupons matured. Although unheard of, there is no reason what- 
ever why bonds with coupons maturing every four or every eight 
years should not be issued, provided purchasers could be found, 
and as a matter of fact there are a few practical reasons why 
such bonds (at the proper price of course) should be more desir- 
able to certain classes of investors than bonds of the usual type.* 

To eliminate the ludicrous properties of the values as given in 
the foregoing table it is merely necessary to steadfastly adhere to 
one standard for the compounding interval. This standard should 
of course be every six months; nevertheless I have for a special 
purpose taken the year instead of the half-year for the following 
table: 


8% BOND..16 YEARS. 
Coupons maturing. 4% basis. 8% basis. 16% basis. 


102 
Semi-annually 101} 
Annually : 100 
Biennially 97% 


Every four years 92 
Every eight years 824 
Every sixteen years 664 


*While large permanent investors, such as insurance companies, savings banks, etc. 
do not nor cannot “reinvest,’”’ nevertheless, they do make new investments as their principal 

returned to them in the collection of coupons from bonds that had been bought at pre- 
miums, and also as the bonds themselves mature. This, of course, involves divers expenses 
in the way of loss of interest, bookkeeping, investigations, commissions, etc., and therefore 
within certain limits the less of this they have to do the better. So while there is absolutely 
no mathematical difference between 100.62, par and 98.77 for a 30 year 6 per cent bond 
having quarterly, semi-annual and annual coupons respectively, yet in practice, the annual 
bond should be a little more desirable, everything else being equal; affording as it does 
# comparatively more permanent and fixed investment. 
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Another Fallacy in Bond Values. 


This table may be subjected to the most exhaustive analysis, 
and the only approach to inconsistency that can be found is the 
primary assumption that interest is due and payable annually, 
producing, as will be observed, a premium on the semi-annual 
bond to yield 8%. Although there are seven values for an 8% 
bond on an 8% basis, PAR is found but once, and no matter what 
the price or income basis may be, it will invariably be found that 
the more frequently the coupons mature the greater the value of 
the bond, and conversely. This is easily explained. The 
quarterly bond consists of sundry promises to pay, aggregating 
228., and the biennial bond consists of sundry promises to pay, 
aggregating 228., but the average time to run of the sundry 
promises to pay that constitute the biennial bond is longer, and 
hence their present worth is less. 

In the same manner we might have adopted some other stand- 
ard, say every eight years, and although an entirely different 
range of values would have been obtained, the same relative con- 
sistency would have prevailed, and there would have been but 
one par. 

As barometric readings are made in order to admit of com- 
parison of the weight of the atmosphere at various points, so 
should bond values be constructed to admit of comparison be- 
tween bonds of different design, and the only debatable point in- 
volved in the matter of standardizing either of these measure- 
ments is as to what the standard should be. Any one who thinks 
that high tide in the Bay of Fundy would answer the purpose 
better than mean tide in the Gulf should communicate with Willis 
L. Moore, Washington, D. C., and I have no doubt that the 
editors of this Journal will open their columns to any one who is 
prepared to show that the week or century would prove more 
satisfactory to all parties concerned than the half-year. But be 
that as it may, I unhesitatingly predict that the recently promul- 
gated idea of reducing to sea-level values for bonds having any- 
thing other than semi-annual coupons has come to stay, and that 
our old familiar friend— 

Interest payable annually, Nov. 1st, at City Treasurer’s office, 
Lonelyville, Ariz. 

Price par and interest, yielding 6%. 

—will soon depart in peace, and give something else a chance to 
fool all of the people some of the time. 
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EDITORIAL. 


Our Associates. 


THE JouRNAL oF AccouNTANCy stands for the ideals of the 
practicing public accountants in the United States. Its dominant 
purpose is educational. All its friends, therefore, and all friends 
of the young profession it represents, will rejoice in the promise 
of increasing power and widening scope which is contained in the 
list of associate editors now first published at the head of this 
column. These men are all educators, and are all actively en- 
gaged in the training of young men for business careers. They 
know that accountancy means vastly more than bookkeeping, and 
that the profession of accountancy must be based on a broad 
education in economics and finance; and they have promised 
practical and sympathetic co-operation in the effort to make THE 
Journav truly representative of all the interests of higher 
commercial education, and of accountancy as the fundamental 
requisite. 


- 
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Editorial, 


The Currency Discussion. 


The discussion of the currency at the recent meeting of the 
Economic Club of New York before an audience of eight hundred 
and fifty business and professional men was remarkable not only 
for the interest it aroused in the audience, but also for the ability 
and completeness with which the topic was handled. THE 
JouRNAL is certainly fortunate in being able to present to its 
readers verbatim reports of all these notable addresses. 

Almost every important shade of opinion upon the subject of 
currency reform is presented in these addresses. It is interesting 
to note that all the speakers concede the fact that our present cur- 
rency system is imperfect because it does not in volume adapt 
itself to the needs of business. But the speakers are by no means 
in agreement as to the measure of improvement that is demanded. 
Three hold that the subject is of so great importance and so little 
understood that no effort should be made to rush legislation 
through Congress, it being wiser to wait until after the excite- 
ment of the Presidential campaign is over. Mr. Bryan, on the 
other hand, took the ground that immediate action was advisable 
and that his remedy was so simple and easily understood that no 
delay was necessary. 

In the address by Mr. Morawetz the reader will find a re- 
markably clear exposition of fundamental principles. No matter 
how much time a man may have given to the study of this ques- 
tion, Mr. Morawetz’s address will surely give him a clearer view 
of some of its difficulties, while for the average man, who is 
groping more or less in the dark, it will prove a most excellent 
guide through the labyrinthine mysteries of finance. Mr. Mora- 
wetz first points out that bank deposits are usually the outgrowth 
of bank discounts and that their expansion in this country during 
recent years has been attended by a corresponding expansion of 
bank credits, all having been made possible in part by the substi- 
tution in the country’s monetary stock of bank notes for legal 
tenders. He holds that bank credits in relation to bank reserves 
are more expanded in the United States than in any other coun- 
try in the world. In this excessive expansion of bank credits Mr. 
Morawetz finds the true cause of our financial troubles, and he 
scouts the idea that we can get relief by the adoption of any plan 
permitting increased issues of bank notes. He condemns the 
Fowler bill on the ground that it will not prevent over expansion 
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of credit and because it includes a guaranty of bank deposits. In 
this connection it is worth noting that the Fowler bill does not 
propose that the Government shall guarantee deposits, and hence 
that Mr. Morawetz’s objections to a guaranty of that nature are 
not properly applicable to the Fowler bill. With regard to the 
issue of Government notes, Mr. Morawetz asks some very perti- 
nent questions. Mr. Bryan, who later defended such issues, did 
not attempt to answer them. Mr. Morawetz is confident that the 
people of the United States do not desire a central bank. “ Past 
experience,” he says, “ shows that the people would never consent 
to the establishment of such a bank.” That statement is cer- 
tainly subject to criticism. Mr. Morawetz closed his address with 
a few words in favor of his own plan for improving the currency 
situation and with the recommendation that the whole matter be 
turned over to a non-partisan Commission. 

Mr. Carnegie, who followed Mr. Morawetz, was exceedingly 
clear and positive in his ahalysis of the defects of our currency 
system and in his prescription of a remedy. It is absurd, he 
pointed out, to base bank notes upon bonds of any kind, for these 
represent fixed capital and have no relation whatever to current 
exchanges. The bill of exchange, itself born of business transac- 
tions, is the only proper basis for bank notes. Mr. Carnegie did 
not attempt to elaborate any plan, but he let it be definitely 
understood that the path to improvement could best be found by 
a study of the old Scotch system of banking and of the present 
Canadian system. ; 

Ex-Secretary Gage spoke briefly and dwelt for the most part 
upon the difficulties in the way of improvement. Having had 
experience with Congress, he doubtless knows that an ideal 
scheme of currency improvement does not stand the slightest 
chance at Washington. Mr. Gage reviewed the monetary history 
of the United States during the last fifty years, and by contrast- 
ing the collapse of our banking system in 1907 with the steadiness 
of the French system during the Franco-Prussian War he inci- 
dentally made a strong argument in behalf of a central bank in 
the United States. Like Mr. Morawetz and Mr. Carnegie, he 
favored the creation of a non-partisan Commission, 

Mr. Bryan’s address, both in substance and manner of de- 
livery, had all the qualities of a successful stump speech—full of 
humor, half-truths, shrewd misrepresentation of opposing argu- 
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ments, and at the same time most eloquent and serious in the 
advocacy of his own proposals. He rejected both the Fowler bill 
and the Aldrich bill, holding that for the control of money it is 
better to trust the Government than our financiers. He spoke 
vigorously in behalf of the Government guarantee of bank de- 
posits, and the frequent applause indicated that he had captured 
the sympathy of quite a large portion of the audience. His 
colloquies with Mr. Gage and Mr. George F. Baker gave infinite 
joy to the audience. 


It goes without saying that these addresses cannot have the 
same effect upon readers as they produced upon the hearers. 
Every speaker was frequently interrupted with applause and 
many times with laughter, and the effect was undoubtedly to set 
many a man to thinking for the first time about the important 
subject under discussion. Mr. Bryan was certainly right in one 
of his main contentions, namely, that the people of the United 
States will finally decide what sort of a financial system this 
country shall have. We cannot get a better banking system until 
by means of education we have made the people see that the 
present system is unsound and dangerous and that a better sys- 
tem is possible. It is a waste of time to try to persuade Congress 
to adopt a system which the people do not comprehend. If such 
a system were adopted, no matter how near perfection it might 
be in the abstract, it would in operation be likely to do more 
harm than good. Discussions like that before the Economic Club 
should be held in every city of the Union, for in no other way 
can the people be so effectively persuaded to think about the very 
serious questions that are at issue. 

As Dean Johnson of the New York University School of 
Commerce demonstrated in an article in the January number of 
THE JOURNAL, the difficulties of transition from our present 
defective system to a better one are great because of the large 
amount—some $900,000,000—of Government paper money now 
in circulation. If National bank notes were to be substituted for 
all this “lawful money,” the resultant inflation of banking re- 
serves would be highly dangerous. It is the great merit of the 
Fowler bill that it aims to accomplish the desired purpose and yet 
avoid the evils of inflation. By providing for the co-insurance of 
deposits and by giving National banks the right to do the busi- 
ness of trust companies and savings banks, the Fowler bill is 
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designed to render a National bank charter so attractive that 
state banks will quite generally reorganize and come into the 
National system. Since they then would be compelled to carry 
“ lawful money ” in their reserves, a large part of the $900,000,000 
lawful money now in circulation would certainly be impounded in 
bank vaults. Thus the field for hand-to-hand money would be 
left free to be filled exclusively, as it ought to be, by bank notes. 

The Fowler bill, however, is exceedingly complex and should 
not be enacted into law until it has been subjected to most rigid 
scrutiny and searching criticism. If Mr. Fowler and his com- 
mittee have really arrived at a scientific and workable solution of 
our currency problem, its advocates should not be impatient. Let 
it first earn the active and intelligent support of organizations of 
bankers and business men. Then Congress will easily be per- 
suaded to enact the bill into law. 





To “A Member from California.” 


The editors have received an exceptionally interesting discussion of the 
proper code of ethics for the profession of accountancy and the best means 
of enforcing whatever code is finally adopted. Unfortunately the only 
signature to the contribution is “A Member from California,” and THe 
JouRNAL oF AccouNTANCY has a strict rule against printing anonymous 
articles. If the writer will communicate with the editors, his contribution 
will be published, with some slight modifications, signed or unsigned as he 
prefers. * 





Committee Changes. 


By vote of the Board of Trustees of The American Association of 
Public Accountants, Mr. E. L. Suffern of New York has been elected a 
member of the Executive Committee to fill the vacancy caused by the 
death of Mr. Thomas P. Ryan. Mr. Suffern has also been appointed, in 
place of Mr. Ryan, a member of the Committee on Review of 
Appropriations-Budget. 

Mr. A. Lowes Dickinson has been appointed Chairman of the By-Laws 
Committee in place of Mr. Ryan, and Mr. Thomas L. Berry, of Maryland. 
has been appointed a member of the same committee. The membership 
of this committee is now made up as follows: 

A. Lowes Dickinson, Chairman, Illinois; Duncan MacInnes, New York; 
Thomas L. Berry, Maryland. 





News and Notes. 





Session of the Annual Meeting, 1908, Committee. 


The meeting was held at the Art Club, -Philadelphia, Thursday, 12th 
March, 1908, at 1 P. M. 

At roll call, the following were present: Adam A. Ross, Jr., Chair- 
man; E. W. Sells, Ex-Officio; E. L. Suffern, New York; T. Cullen Roberts, 
New Jersey; Geo. Wilkinson, William M. Lybrand. 

The Chairman reported progress and submitted the preliminary 
announcement printed below, which was adopted, of the twenty-first annual 
meeting of the Association at Atlantic City, in which the New York State 
Society definitely codperated, and in which it was hoped the Society of 
C. P. A.’s of the State of New Jersey would also codperate. 

He also reported that Provost Harrison of the University of Pennsyl- 
vania had offered to the Committee the use of Houston Hall, on one of the 
days of the Convention. The Chairman read a reply by him, thanking the 
provost for the courteous invitation, and regretting that it would be im- 
possible for the members of the Association to avail themselves thereof. 
The Committee confirmed the action of the Chairman. 

The Chairman was empowered to engage stenographers for the pur- 
pose of reporting day by day each session of the proceedings of the 
Convention. 

Mr. Geo. Wilkinson made sundry suggestions for the banquet which 
received attention. 

The meeting adjourned, subject to the call of the chair. 





Preliminary Announcement. 
Issued by Committee on Annual Meeting, 1908. 


The twenty-first annual meeting of The American Association of 
Public Accountants will be held at the Marlborough-Blenheim Hotel, 
Atlantic City, New Jersey, October 20th, 21st, and 22d, 1908, under the 
auspices of the Pennsylvania Institute of Certified Public Accountants. 
The codperation of the New York State Society of Certified Public 
Accountants and The Society of Certified Public Accountants of the 
State of New Jersey is anticipated. 

The Committee has made arrangements for a literary programme of 
high character and general interest to the profession, including the 
following papers, viz.: 

“Railroad Accounting in Relation to the Recent Rulings of the Inter- 
state Commerce Commission ”—Professor Henry C. Adams, in charge of 
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Statistics and Accountants, Interstate Commerce Commission, and Mr. 


Arthur W. Teele, C. P. A. 

“The Accounting of Industrial Enterprises”—Mr. William M. Ly- 
brand, C. P. A. 

A paper dealing with questions in accounting practice and procedure, 
by Mr. Arthur Lowes Dickinson, C. P. A. 

These papers will be printed and ready for distribution at the annual 
meeting. The actual presentation of the papers need, therefore, occupy a 
comparatively short time, and it is hoped that members generally will 
avail themselves of the opportunity thus afforded for free discussions. 

The Committee is in correspondence with Societies abroad, and it is 
expected that distinguished members thereof will be in attendance. 

While the details of the social features have not been fully determined 
it is anticipated that on Tuesday evening the New York State Society will 
entertain the members with a reception, which will take place in the 
beautiful ocean ball-room of the Marlborough-Blenheim. Other attract- 
ive social features are being planned, including outdoor entertainments, 
but it is intended that the programme in this connection be arranged so as 
to afford opportunities for members to take advantage of the numerous 
attractions of the Boardwalk and piers of Atlantic City. 

The Annual Banquet will be held on Thursday night at the Marl- 
borough-Blenheim. Speakers of national prominence have already 
accepted invitations to be present. 


The Committee is fortunate in having secured the premier hotel of the 
beach front for the week of our annual meeting. The business sessions 
will be held in the west solarium directly overlooking the boardwalk and 
ocean. It is hoped that the members will stay at the Marlborough-Blen- 
heim as it will add to their pleasure and convenience to be under one roof. 

It is hoped that many ladies will be in attendance. The programme 


is being arranged with a view to their entertainment. 

Mr. Joseph M. Pugh, 1831 Land Title Building, Philadelphia, Chair- 
man of the Hotel Committee, will be pleased to answer inquiries regarding 
hotel rates, etc., and to make reservations for members. 


COMMITTEE ON ANNUAL MEETING—1908. 


E. W. Sets, President. 


General Arrangements: ‘ 
A. A. Ross, Jx., Chairman, Local Executive Committee 


Land Title Bldg., Phila. of the Pennsylvania Society: 

C. N. Voutum, CHARLES N. Vo__um, Chairman 
J. E. Strerretr, 
W. M. Lysranp, 
Attendance and Invitation: Ht metas 

Gro. WILKINSON, Chairman, Siemne G. STocKWELL, 

‘ _ a New York, W. W. Rorer, 

- L. SUFFERN, osePH M. PucH. 
W. M. Lypranp. ’ . on 


FRANKLIN ALLEN, 
T. CuLLEN RoBeErts. 





News and Notes. 


New York. 


At the March meeting of the New York State Society of Certified 
Public Accountants, the principal subject considered was the report of the 
Committee on Violations of C. P. A. Law, which report had been received 
at the previous meeting, and copies thereof distributed to the members. 
This report was as follows: 

Your Committee appointed at the beginning of the fiscal year to con- 
sider the matter of violations of the C. P. A. Law, after having given 
careful consideration to the existing violations, report as follows: 

I. The Committee desire to advance as a reason and a fact, that the 
designation C. P. A. is an educational degree issued by the University of 
the State of New York as indicative of the qualifications of the holder 
thereof; that an educational degree obtained by an individual may not be 
shared in or made to cover the status and identity of other individuals, 
and further, that a corporation cannot hold an educational degree be- 
cause it is merely a legal entity and not a real person. That the degree as 
mentioned in chapter 312 of laws of 1896, is the degree authorized solely 
by New York State, and that it is improper to hold out the degree of 
any other State unless accompanied by a qualified statement as to the 
State authorities under which it may have been issued. 

II. The violations of the C. P. A. Act, laws of New York, 1896, 
chapter 312, may be classified under the following headings: 

_1. Violations where accountants use the initials C. P. A. absolutely 
without authority. 

_ 2. Violations where accountants use the initials C. P. A., claiming the 
right to do so only by reason of having received a certified public 
accountant’s certificate from another State. 

3. Violations where the name of a certified public accountant is 
coupled with the name of a non-certified public accountant and the firm 
thus formed is styled “ Certified Public Accountants.” 

4. Violations where two or more certified public accountants form a 
firm and use the term “& Company,” such company not being a certified 
public accountant, or such company being only nominal. 

5. Violations where one member of a firm is not a certified public 
accountant, and although his name does not appear in the title of the firm, 
he is nevertheless a member of the firm which holds forth as a firm of 
Certified Public Accountants. 

6. Violations where a member of the firm has died and the firm title, 
containing the deceased member’s name, continues as Certified Public 
Accountants. 

7. Violations where the title of the firm implies that there is a “ firm 
of” certified public accountants, whereas there is but one member of the 
firm, he being a C. P. A. 

8. Violations where a corporation holds forth as Certified Public 
Accountants. 

III. Your Committee submit that these violations are against the 
best interests of the community and against the advancement of the pro- 
fession, and that any violation of the letter or of the spirit of the C. P. A. 
Act, laws of New York, 1896, chapter 312, is contrary to the best interests 
of the community and against the advancement of the profession. - 

IV. Your Committee suggest that this Society should go on record 
as being strongly opposed to any and every violation of the C. P. A. Act, 
laws of New York, 1806, chapter 312. 

V. Your Committee respectfully suggest that this Society should go 
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on record as declaring that each of the examples stated hereinbefore are 
violations of the C. P. A. Act, laws of New York, 1896, chapter 312. 

VI. Your Committee respectfully suggest that this Society should 
show its disapproval of the violations of the C. P. A. law as hereinbefore 
declared in paragraphs 1, 2, 3, 4, 5, 6, 7, 8 of Section II of this report, by 
making amendment to its By-Laws to the effect that a violation by any 
member of the Society of the C. P. A. law as defined in paragraphs 1, 2, 
3, 4, 5, 6, 7, 8 of Section II of this report, shall make such member in- 
eligible for office in the Society or for membership in any Committee of 
the Society. 

VII. Your Committee respectfully suggest that this Society amend 
its By-Laws so that a Certified Public Accountant who is a member of a 
firm wherein there are violations of the C. P. A. law, or wherein there 
are violations of the C. P. A. law as defined in paragraphs 1, 2, 3, 4, 5, 6, 
7, 8 of Section II of this report, shall not be eligible to election as a 
member in this Society. 

Respectfully submitted, 
Leon BruMMER, 
Francis R. Crarr, 
Samuet D. Patterson. 

The main discussion was relative to paragraph 6 of Section II. In 
opposition to the adoption of this paragraph, one of the members pre- 
sented the following: 


It has recently been held by the Court of Appeals of the State of New 
York that a partnership name is an asset of the partnership, and, upon its 
dissolution by death or otherwise, is the subject of assignment and sale, 
and the purchaser at such sale acquires the right to continue the business 
under the firm name upon complying with certain provisions of the 
Statute. 

Slater vs. Slater, 175 N. Y. Reports, p. 143. 

Under the laws of New York, relating to business and partnership 
names, it is expressly provided that the use of a partnership or business 
name may be continued in the conduct of the business by some or any of 
the partners, their assignees or appointees. 

Revised Statutes of New York, Partnership Law, Art. 2, Sec. 20. 

The application of the above argument to paragraph 6, Section II, 
was disputed upon the ground that it was not intended to question the 
right to continue the use of any firm name, but it was intended to “ ques- 
tion the right to use an educational degree to cover the status and identity 
of other individuals.” The discussion upon this paragraph was brought 
to an end by an eloquent plea of one of our members, urging that the 
meeting decline to approve of this paragraph purely out of respect to the 
memory of one of our deceased members whom we all honored most 
highly. Paragraph 7 of Section II resulted in a tie vote, the Chair 
deciding that the paragraph had not been carried. The report was 
adopted as expressive of the sense of the meeting, with the exceptions of 
Paragraphs 6 and 7 under Section II and of Section VII. 

Mr. Proud presented the following, which was carried: 


That the Committee on Violation of the C. P. A. Law is hereby in- 
structed to ascertain the names of the corporations, firms and persons who 
are at the present time violating the law under the approved headings 
contained in the Committee’s report. That, after obtaining the above 
information the Committee is hereby instructed to retain counsel and 
under his advice shall prepare the information in the proper legal form 
and shall present it to the Society for their action. 
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The Committee is hereby instructed to present to the next meeting of be 
this Society a report of the names of the corporations, firms and persons . 
who are at present violating the C. P. A. Law with the opinion of counsel ey 
in regard to same. 


Mr. Sells presented the following resolution, which was adopted: 


Reso.vep, That the Board of Directors be requested to give considera- ia 
tion to the question of making a recommendation to the Board of Regents bs! 
of the University of the State of New York in regard to the issuance of 
certificates under a revision of the rules to be adopted by that body, to 
accountants engaged in the practice of public accountancy in the State of 
New York who hold the degree of Certified Public Accountant issued by 
other States; and report thereon to this body with recommendation. i 














The meeting was attended by about forty members, but several of our 
members who usually attend the meetings were absent. The lateness of 4 
the hour prevented the consideration of further business which should 
have had attention. 















New Jersey. 


The Society of Certified Public Accountants of the State of New 4 
Jersey held their tenth annual meeting at Koch’s Hotel, 882 Broad Street, 
Newark, N. J., on Tuesday the 11th February. There was a large attend- 
ance. After the regular business had been transacted, the meeting pro- 
ceeded to the election of officers. Frank G. DuBois, C. P. A., declined a re- 
nomination for President. The officers elected for the current year were 
T. Cullen Roberts, President; Edwin E. Gano, Vice-President; A. Hart- 
korn, Secretary; W. T. Sawyer, Treasurer; W. Sanders Davies, Frank G. 
DuBois, and John E. Cooper, Trustees; Clarkson E. Lord and Edwin G. 
Woodling, Auditors. 

The Society numbers 46 fellows and 3 associates, and is one of the 
strongest members of The American Association of Public Accountants, 
of which Mr. Roberts has been secretary for more than twelve years. 
Messrs. DuBois, Gano and Cooper represented the Society at the St. 
Paul Convention. The retiring president conducted Mr. Roberts to the 
chair, and his first act as chairman was to put to the meeting the follow- 
ing resolutions which had been moved and seconded, and were carried by 
acclamation : 

“ Wuereas the Society of Certified Public Accountants of the State of 
New Jersey has been faithfully and ably served by its retiring President, 
Mr. Frank G. DuBois, in the several capacities occupied by him; therefore : 
be it 

“ Resolved, That the thanks of the Society be tendered to him, and 
further 

“Resolved, That an engrossed copy of these resolutions, properly 
amplified, be presented to him.” 

Mr. DuBois will continue to represent the Society in The American 
Association of Public Accountants, as a Vice-President. 

The members dined together at the close of the meeting. f 


407 




























The Journal of Accountancy. 


Rules Adopted Governing the Work of Colorado 
Accountants. 


The annual meeting of the Colorado Society of Public Accountants 
was held February 4, 1908. A new set of rules, or code of ethics, has been 
adopted by the organization, to comply with the new law which was passed 
by the last legislature, regulating the inspection of books, accounts, etc. 
Public accountants must now pass a regular examination and hold certifi- 
cates qualifying them to do this important work. It was decided to incor- 
porate the word “ certified” in the present name of the association, making 
it show clearly that all members are certified accountants. The old officers 
are to continue in office pending a reincorporation of the society. 

The rules adopted last night are the same as those adopted by the 
Colorado state board of accounting, and are of considerable public interest. 
They are as follows: 

“First—No member holding a C. P. A. certificate shall allow any 
person not holding such a certificate to practice in his name as a public 
accountant. 

“ Second—No member holding a C. P. A. certificate shall, directly or 
indirectly, allow any brokerage, commission or other participation by the 
laity in the fees or profits of his professional work. 

“Third—No member holding a C. P. A. certificate shall, directly or 
indirectly, accept, or agree to accept, any part of the fees or profits of the 
professional work of a lawyer or commercial brokerage, bonus or commis- 
sion whatsoever, as an incident to work in which such member is 
pofessionally engaged. 

“Fourth—No member holding a C. P. A. certificate shall certify to 
exhibits, statements, schedules or other form of accountancy work, the 
preparation of which was not carried on under the direction and personal 
supervision of himself or an assistant who is himself the holder of a 
C. P. A. certificate issued or recognized by the State of Colorado. 

“ Fifth—No member holding a C. P. A. certificate shall perform account- 
ancy work payment for which depends upon the contingency of the results 
of litigation. The purpose and intent of this section being to prohibit the 
taking of contingent fees as ‘contingent fee’ may hereafter be defined by 
the state board of accountancy. 

“ Sixth—No member holding a C. P. A. certificate shall: (1) Divulge 
the business confidence of his client, or of a brother C. P. A., in whose em- 
ploy he is, or with whom he may be associated or in consultation. (2) 
Depreciate a brother member’s work, the object being to further his own 
employment. (3) Canvass the known client of a brother member for busi- 
ness. (4) Repress, omit or cover up any material facts, or in any way make 
false, incomplete or misleading reports to his client—his report must 
be fearless and a full and fair exponent of facts.”"—Denver Republican. 





Legal Department. 


Conducted by ALEXANDER MCCLINCHIE, of the New York Bar. 


The purpose of this department is to present from month to month short, critical 
summaries of recent decisions, which affect accountants, and to furnish accurate 
information on legal questions. Inquiries from our readers will be welcome and 
will receive prompt attention. 


What is Forgery ? 


To no one is the question of forgery of more practical importance than 
to the accountant. We were once obliged to call in an accountant to 
examine a set of books in which were kept the accounts of a small and 
tottering corporation. The vouchers were presented to him and he was 
given a brief explanation of the erratic method pursued by a careless 
girl, who kept the books under the direction of an unenlightened treasurer. 
The time required by the examination indicated something unusual. 
Finally our accountant called without his report. “If,” he said, “A is 
not president of the company but signs a note as president, is he guilty 
of forgery?” An affirmative answer sent our accountant away for a 
period of twenty-four hours, at the end of which time he returned with 
an elaborate report. “A” is in jail. 

The following principles should be kept well in mind; they will solve 
many problems. Forgery as a criminal offense includes the false making, 
counterfeiting, altering or erasing of an instrument in whole or in part. 
Changing the date is forgery. So an endorsement is forged by John 
Wanamaker of Rochester if he knowingly negotiates, by endorsing with 
his own signature and delivering, an instrument made payable to the 
John Wanamaker of Philadelphia. But a person may endorse in an 
assumed name, provided, of course, that he is the person represented by 
that assumed name. 

An important question,—a question on which the courts of the States 
have not agreed,—is presented by an attempted ratification of a forgery. 
The New York, Massachusetts and Illinois courts hold that a forgery 
may be ratified; Indiana, Ohio, Pennsylvania, Kentucky (and possibly 
England) take the opposite view. Be this as it may, the proposition 
that innocent third persons who are led to change their legal positions 
or to lose or impair their rights by the attempted ratification will be 
protected—this proposition is everywhere upheld on the ground of an 
estoppel. 

Now let us turn to a consideration of some of the results of forgery. 
As between a bank and a depositor, the forgery of the signature of 
the depositor will bring a loss on the bank if it accepts the check. 
The banks—this is the reasoning given to support the rule—have regular 
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dealings with instruments bearing their customers’ signatures and have 
become well acquainted with their handwriting. Each endorser warrants 
the genuineness of the maker’s signature and is therefore liable on this 
warranty to any bona fide holder of a forged instrument. A _ bank 
cannot recover from an innocent holder to whom it has paid out funds of 
a depositor on a check to which the latter’s signature has been forged. 
The bank really “accepts” the check as though it were a bill of exchange 
drawn on the bank. The well known rule that an acceptor warrants 
the genuineness of the maker’s signature applies to checks, then, as it 
does to bills of exchange and the bank is held on its warranty. 

It was long ago decided in England, and still remains the law here, 
that a thief can give ‘good title to a stolen “bearer” or “blank endorse- 
ment” instrument. 

In these two cases the instrument is made out to “bearer” or the 
endorsement is a mere signature of the payee. But let us suppose that 
the instrument is made in this form: “ Pay to the order of A. B., etc.” 
X. Y. steals the check and forges the name “A. B.” It subsequently goes 
through the hands of 1, 2, 3, and 4, the last of whom presents it to the 
bank and receives payment. Is the depositor the loser? His order was 
to pay to the order of “A. B.” The bank did not pay to A. B.’s order 
and therefore cannot charge the depositor’s account. It will be noticed, 
however, that the bank is not presumed to know A. B.’s signature. It 
cannot know the handwriting of every endorser; its responsibility is 
to know the signatures of its regular customers only, i. e., the makers. 
And so a bank, while it cannot charge the account of a depositor for 
sums paid out on a check with a forged endorsement, can recover the 
amount from the receiver of the money. The latter’s remedy is an 
action against his endorser on the endorser’s warranty of the genuine- 
ness of all preceding signatures. The endorsers have a remedy back, 
in this way, until the forger is reached. 





The next meeting of The American Association of Public Accountants 
will be held at Atlantic City, N. J., in October. This will be the twenty- 
first annual meeting of the National Organization, and it promises to be the 
largest meeting ever held. The invitation was given by The Pennsylvania 
Institute of Certified Public Accountants. 





C. P. A. Question Department 


Conpuctep By Leo GREENDLINGER, B. C. S. 


Criticism and exchange of ideas will clear mas a Soa oe at the same time improve 
shortcomings. To solve, compare, and criticise C problems, and Rye A to aid in 
bringing about a uniform American standard for C. P. *. examinations, is the object of this 
department. With the aid of suggestions and criticism from the professional brethren, it 
can undoubtedly be achieved. Inquiries will be cheerfully answered. 





Below are given fifteen questions, with answers, on each of the 
following subjects: Theory of Accounts, Auditing, and Commercial Law. 
The questions are selected from the New York, Illinois, Michigan, Mary- 
land, and Washington papers of 1906 and 1907. 


Theory of Accounts. 


QUESTIONS: 

(1) Explain the difference in meaning between the terms “ balance 
sheet,” and “ statement of assets and liabilities.” 

(2) Rule a cash book to provide for controlling accounts of debtors 
and creditors, also for discounts in settlement of both receivable and 
payable accounts. 

(3) Smith & Company draw on Jones & Company for an account of 
$1,500, allowing 1 per cent. discount. At maturity the acceptors borrow 
from the drawers $500 to assist them in meeting the draft, which is, how- 
ever, finally allowed to be returned. Jones & Company repay $300 of the 
loan of $500. 

Show the ledger account in the books of Smith & Company after the 
transactions are completed. 

(4) State concisely the principles of single entry and of double entry 
bookkeeping. 

(5) A owes B $1,000 and B draws on him for the account at 60 days. 
The draft is accepted by A, whereupon B takes it to the bank for dis- 
count. The bank discounts the paper 57 days before maturity, at 6 per 
cent. per annum. Show the entries you would make in the books of B. 

(6) Define and differentiate your understanding of a trial balance; 
a balance sheet; statement of affairs; trading statement. 

(7) Outline your understanding of the most approved method of keep- 
ing a merchandise account, and give titles of subdivisions you would 
suggest. 

(8) Define your understanding of 

(a) Reserve Account. 

(b) Reserve Fund. 

(c) Income and Expenditures. 
(d) Receipts and Disbursements. 
(e) Good Will. 

(f) Income Bonds. 

(9) Corporation X makes a practice of charging to expense and car- 
rying to Depreciation Reserve account every half year a certain per- 
centage of the book value of its plant and machinery. What, in your 
opinion, is the correct method of dealing in this case with Repairs and 
Renewals: i. e., should the latter be charged to Profit and Loss, or can 
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they properly be charged to Depreciation Reserve Account? Give reasons 
for your answer. 

(10) What do you understand to be the meaning of the term “ Secret 
Reserves?” Give some examples of Secret Reserves, and state your 
opinion as to the propriety or otherwise of the creation of such Reserves, 
giving reasons. 

(11) What is meant by the voucher system of bookkeeping? Describe 
the voucher record book. 

(12) Describe the different methods of determining the loss or gain 
of a business. How is the loss or gain of a business determined from 
books kept by single entry? State the usual mode of procedure when the 
books are kept by double entry. 

(13) What is understood by the term “net profit?” State the final 
disposition of net profit in the books of a partnership; of a corporation. 

(14) What is a stock ledger? Explain the nature of its records and 
describe the manner in which they are made. What relation does this 
book bear to the general books of a corporation? 

(15) You are requested to open the necessary books for recording the 
organization and business operations of an incorporated company having 
three forms of Capital Stock. 

(a) State what books are necessary. 
(b) Name the various forms of Capital Stock and how created, 
stating the rights and privileges of each. 
ANSWERS: 

(1) “A Balance Sheet is a concise statement compiled from the books 
of a concern which have been kept by double entry, showing on the one 
side all the liabilities, and on the other side all the assets of a concern at- 
a particular moment of time.” ( Lisle.) 

A Statement of Assets and Liabilities deals with the same subjects, 
but may be compiled from any data, not necessarily from_books. The 
latter is the proper title under which the resources and liabilities of a 
concern whose books have been kept by single entry, might be arranged. 
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(3) 
JONES & COMPANY. 
$1,500 By Draft on them 


500 “ Cash, part of loan 


( 

The principles of double entry 2 are as follows: 

As every business transaction is a transfer of money or its equivalent 
and has a twofold effect, diminishing and increasing, consequently it 
requires an entry to show both, the increase and the decrease. 

When all the accounts are correctly posted there is an equilibrium 
between debits and credits, thus affording a proof—by taking a Trial 
Balance—as to the mathematical accuracy of the posting. 

The results exhibited can be verified, as all sources of Profit or Loss 
are kept under properly classified accounts, and the final showing has to 
agree with the result shown in the Balance Sheet. 

There are hardly any principles to speak of in Single Entry; it deals 
simply with personal book accounts, while nominal or real accounts are 
omitted, and, of course, there can be no equilibrium. The profit or loss 
can only be ascertained by a comparison of the assets and liabilities. 
The excess of the one over the other shows the profit or loss. The 
result, however, cannot be verified. 

(5) 
B’s JOURNAL. 
Have this day drawn on A, for $1,000 at 60 days. 
Notes Receivable 


For 60 days draft accepted by the latter in our favor. 
B’s Casu Book (Debit side). 
Net CasH. Disc’t. Gen. Ledger. 
Notes Receivable, Discounted, A’s 
60 days acceptance . $9.50 $1,000 


“A Trial Balance is a statement of the Ledger accounts prepared after 
the books of a concern have been posted up, but before the closing 
entries are made, showing in two parallel money columns either the total 
of the debit and the credit side of each ledger account, or the difference 
between the debit side and the credit side of each ledger account.” 
( Lisle.) 

The purpose of a Trial Balance is primarily to test the equilibrium of 
the ledger, which, although not proving the absolute correctness of the 
ledger, is essential to such correctness, and is the first step to closing the 
books and preparing the business and financial statements. 

“A Balance Sheet is a concise statement compiled from the books of 
a concern which have been kept by DOUBLE ENTRY, showing on the 
one side all the liabilities and on the other side all the assets of a concern 
at a particular moment of time” (Lisle). 
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Its purpose is to ascertain and show the financial condition of the 
concern at the time. It contains therefore the same accounts that appear 
on the Trial Balance at the beginning of the next fiscal period after all the 
nominal accounts have been closed, but they are classified and arranged 
in such an order as to give the clearest possible expression to the results 
exhibited. 

A Statement of Affairs is a summary of the assets and liabilities of 
an insolvent concern, and is so arranged as to show nominal or book 
values of the assets and also the amounts they are expected to realize, 
as well as the nominal liabilities and how they are expected to rank. 
Preferred claims are deducted from the assets, and the excess of the 
liabilities over the assets is the amount of deficiency. This statement is 
generally accompanied by a “ Deficiency Account” which is supposed to 
account for the deficiency shown by the Statement of Affairs. The latter 
is prepared for the purpose of ascertaining and exhibiting the true con- 
dition of an insolvent concern with reference to realization, and the 
measure of the deficiency with respect to liquidation. 

A Trading Statement is prepared to show gross profit on trading; it 
is generally the first section of a Profit and Loss Account, being charged 
with the inventory on hand at the commencement, purchases and any 
direct expenditures on the acquisition, such as: freight (inward), duty, 
etc., and it is credited for sales and inventory at closing period, the bal- 
ance, e. g., the excess of the amount credited for goods sold, over the 
amount charged for acquisition, is the gross or prime profit. 


(7) 

The modern practice for keeping a Merchandise Account is to sub- 
divide it into three sections, viz.: Merchandise (Inventory), Purchases, 
and Sales. The proper use of these divisions is as follows: The Mer- 
chandise (Inventory) is to contain (on the debit side) balance at com- 
mencement, as well as net purchases; on the credit side net sales, at cost, 
and the inventory at closing period. Purchases is to contain (on the 
debit side) goods bought during the period under review, and (on the 
credit side) goods returned, the difference representing net purchases, or 
an increase of assets and hence being carried to the debit side of Mer- 
chandise (Inventory) section. The Sales section is credited with Sales 
and charged with returns, the net sales being carried down; against 
these net proceeds is entered the cost of goods sold (on the debit side), 
the final balance shows the profit made. (Advocated by Professor 
Sprague in his Philosophy of Accounts.) 

(8) 

a. Reserve Account is a term given to a sum set aside to meet depre- 
ciation of property, or to provide for loss upon bad debts, and is created 
on the books by charging revenue and crediting the Reserve Account. 

b. Reserve Fund is a term given to the amount set aside from 
profits to meet contingencies. (Dicksee’s Auditing.) 

Excessive losses may and will wipe out the Reserve Fund, but it will 
not affect the Reserve Account. 
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c. The term Income and Expenditures is given to an account kept by 
a concern, not conducted for profit, and is similar to what is called in an 
ordinary trading concern Profit and Loss Account. 

d. Receipts and Disbursements refer to a summarized Cash Account, 
showing on the debit side, properly analyzed, under appropriate headings, 
the total money received during the period embraced by the account. 
The credit or payment side shows the cash disbursed during the period 
to which the account relates. The statement shows the balance of cash 
on hand at the beginning as well as at the close of the period. (Lisle.) 

e. Good-will is that intangible quality of patronage that attaches to an 
established business and is presumed to attach to it regardless of change 
of ownership. It is a legitimate asset; its value depending on many cir- 
cumstances, such as location, duration of lease, annual profits, etc. In 
some instances it is allowed to stand on the books at what it cost; in 
other instances it is gradually written off. In the case of corporations, 
it is best to write it off; regarding it not as a permanent asset of the 
corporation, but as a part of the cost of acquiring the assets, a premium 
paid on them to be distributed over a number of years. (Rahill.) 

f. Income Bonds is a term given to securities issued against the 
surplus income of a corporation as security, after fixed charges have been 
paid. Sometimes physical property may also be mortgaged as additional 
security, especially is this the case at a reorganization when stockholders 
respond to cash assessments. 


(9) 


Repairs and renewals should be charged to Profit and Loss and not 
against Reserve Account. Dicksee, in his “ Advanced Accounting,” de- 
fines Depreciation as follows: “It is necessary, in addition to charging 
actual expenditure upon repairs and replacements to revenue, to charge 
against the Revenue Account of each year a further sum, with a view to 
(as far as possible) averaging the expenditure on Revenue Account over 
a term of years and that provision which it is so necessary to charge is 
usually called by the name of ‘ Depreciation.’” This definition makes it 
quite clear that ordinary repairs, necessary to maintain the property in a 
condition to earn revenue, should be charged to Profit and Loss, because, 
if they are charged against the Depreciation Reserve Account, the reserve 
is depleted and the wear and tear of the property remains unprotected. 


(10) 

The term “Secret Reserve” is applied to a reserve, created by mak- 
ing charges against revenue which are unnecessary, and which reserve 
does not appear upon the book accounts, and either inflates the liabilities 
or undervalues the assets. 

As examples of Secret Reserves may be stated: Appreciation of real 
estate not shown on the books, or the value of same may be carried at a 
nominal and not real figure; stock which has been “taken low” may be 
written up; excessive provision for bad and doubtful debts may be 
made, etc. 

It is rather difficult to give an exact opinion as to the propriety or 
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impropriety of a Secret Reserve; considering, however, the many abuses 
to which such a reserve is liable, one would think it improper, because, 
unless the utmost confidence can be placed in the managers, there is 
great risk. Subordinates can be induced to certify false valuations of 
assets, for the beneefit of principals, by alleging that it is necessary to 
write up this asset, and that the “Secret Reserve” will cover it, while 
as a matter of fact the “ Reserve” may not exist any longer. 


(11) 

By the “ Voucher System of Bookkeeping” is meant a plan by the use 
of which the keeping of accounts with creditors whose invoices are 
promptly settled is avoided. The voucher has appended the invoice and 
at the same time a receipt for the payment of the account as well as a 
classification of the accounts to which it should be charged. 

Where the Voucher System of Bookkeeping is used a “ Voucher Rec- 
ord Book” is kept. This book contains columns for the following: 

Date, Voucher No., Name of Creditor, For What, Folio, Personal 
Accounts, Terms, Date, Amount and Mode of Payment, Distribution of 
Items, Total, and Sundries. (12) 


There are two methods by which the loss or gain of a business may 
be determined, namely: The Resource and Liability method, and the 
Loss and Gain method. By the former the loss or gain is found by a 
comparison of the condition of the Resources and Liabilities of one period, 
with their condition at another period; if the Resources have increased, 
and the Liabilities remain unchanged, or if the Liabilities have decreased, 
and the Resources remain stationary, the result will show a gain, other- 
wise a loss. By the second method we consider each item of loss or gain 
(shown by the nominal accounts) and determine the profit or loss on 
each account separately. 

The Resource and Liability method would be the method adopted to 
determine the loss or gain of business whose books were kept by single 
entry, the Loss and Gain method would be the form used to determine 
the loss or gain of a business whose books were kept on the double entry 
principle. (13) 

Net profit is a term given to the net result shown on a Profit and 
Loss Account, and arrived at after charging up all expenses, including 
Interest, Depreciation, etc. 

In the case of a partnership the net profit is disposed of by being 
credited to the partners’ respective Drawing Accounts, from which it is 
carried, after deducting withdrawals, to the Capital Accounts. In the 
case of a corporation it is carried to a Surplus Account, while in banks 
and financial institutions this account is called “ Undivided Profits.” 


(14) 

A Stock Ledger is an auxiliary book designed to show the amount of 
the individual holdings of a corporation. Whenever stock is issued it is 
posted from the stock certificate book to the credit of the respective 
individual accounts. It is advisable to have a Capital Stock Account and 
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to debit same for stock issued. When stock is sold by a former holder, 
the seller is debited and the buyer credited, thus preserving the equality 
of the ledger. It has no direct connection to the general books except 
furnishing the names and the amounts of stock held by stockholders. 
While there are various forms of stock ledgers, yet the nature of the 
records and the modus operandi will be best illustrated by some form. 


(From Keister’s Corporation Accounting.) 
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a. In addition to the ordinary books of account, which will vary 
according to the nature of the business, the corporation will require the 
following auxiliary books: 


Minute Book. 
Subscription Book. 
Installment Book. 
Installment Scrip Book. 
Stock Certificate Book. 
Stock Ledger. 

Stock Transfer Book. 
Dividend Book. 


The three forms referred to in this question could probably be: 
common stock, preferred stock, and guaranteed stock. All forms of 
capital stock are created by the receipts of funds from the subscribers to 
the stock with which to finance the company, and in lieu of which cer- 
tificates of capital stock are issued. The holders of common stock have 
the right to vote and receive profits in the form of a dividend, declared 
by the board of directors. 

Preferred stock differs from the common stock in that a certain pref- 
erential dividend is to be paid upon it before any dividend can be paid 
upon the common stock. The holder of this form of capital stock has the 
right to receive dividends out of prifits, which dividends, according to the 
form of stock, may be cumulative or non-cumulative. 

Guaranteed Stock is practically the same as “cumulative stock.” It is 
a form of stock on which a certain dividend is guaranteed, and which 
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dividend must be paid before any other dividends are paid. The holder 
of this form of stock has, however, no claim against the assets of the 
company, but on profits. 

Auditing. 


QUESTIONS. 


(1) In the construction of a large building the proprietors issue 
$800,000 20-year 6 per cent. bonds which are disposed of to the con- 
tractors at 85 per cent. of their face value. You find, upon examination, 
that the discount of 15 per cent. has been charged to Construction Account 
in the first place, and then into Building Account. 

State whether you consider the final entry legitimate or not, and give 
reasons. 

(2) You are elected the auditor of a corporation by the holders of 
both common and preferred stock and it is your duty to safeguard the 
interest of both classes of stockholders. The preference stock bears 7 
per cent. and is non-cumulative. Mention what precautions you would 
adopt to safeguard the interests of the preference shareholders, giving 
reasons therefor. 

(3) Explain the various measures which you would adopt to verify 
whether or not all cash received has been duly accounted for on the books 
of the concern you were auditing. 

(4) A corporation has sold its first mortgage bonds at a premium and 
its second mortgage bonds at a discount. How should the premium and 
discount be dealt with on the books? 

(5) After auditing the books of a manufacturing company for a period 
of ten years you are asked to give a certificate as to the net earnings of 
the business for those ten years, for the purpose of a sale based on the 
earning capacity of the property. What items of expense heretofore 
charged annually through the Profit and Loss Account may be properly 
eliminated in the preparation of your certificate, and why? ~- 

(6) Describe in detail the method that should be used to verify the 
securities representing the investments of a company under audit, in the 
case of 

(a) Real estate. 

(b) Mortgages on real estate. 
(c) Certificates of stock. 

(d) Railway bonds. 

(7) Under what circumstances, if any, would it be proper to open an 
account with Good Will? On finding a Good Will Account on the ledger 
of a business for which you are to prepare an account statement, how 
would you treat the account, or what special adjustment would you sug- 
gest in regard to it? 

(8) As an auditor what authority would you require for the passing 
of vouchers in payment of directors’ fees? 

(9) Acting as an auditor of a manufacturing company, state briefly 
the essential points to be considered in ascertaining the correct profits 
so far as the inventories are concerned. 
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(10) If a company, duly organized, acquires several plants that are 
found to be in a “run down” condition and to require extensive outlay 
for repairs and renewals to bring them to the required state of efficiency, 
should such outlay be charged against Capital or against Revenue? Give 
reasons. 

(11) If asked to give advice concerning the proper rates per cent. to 
be adopted in providing for the accounts for depreciation on buildings, 
machinery, tools, etc., what would you recommend? 

(12) What method would you recommend in the conduct of a cash 
account to facilitate a speedy and thorough audit thereof? 

(13) In auditing the books of a building and loan association what 
would be your procedure to enable you to verify the correctness of the 
same? 

(14) What are the most important things to which an auditor is 
expected to certify in 

(a) The Balance Sheet. 
(b) The Profit and Loss Account? 

(15) To what extent may the “ organization expenses” of a corpora- 
tion be regarded as a permanent asset and how should this account 
accordingly be dealt with? 

ANSWERS. 

(1) If the proceeds of these bonds were to be applied for construction, 
and in all probability they were, the cost of disposing these bonds, e. g., 
the discount should be charged to construction account. The reason is 
that the construction work has cost not only the amount actually ex- 
pended thereon, but also the discount lost. 

(2) Due care must be observed in examining various charges for 
depreciation and renewals; that is, there should not be created a greater 
reserve for the wear and tear of the assets than the actual conditions 
demand. Preferred stockholders do not benefit much by heavy charges 
for depreciation, as long as the dividends on their stock are non- 
cumulative. Each increase in the provision for depreciation means a 
greater advantage to common stockholders and a corresponding dis- 
advantage to preferred stockholders. 

(3) To verify whether or not all cash received had been duly 
accounted for on the books of the concern the auditor should proceed as 
follows: 

“The debit side of the Cash Book should be checked with the most 
independent source the Auditor can find available—for example, the 
counterfoils of Receipt Books, a Counter Cash Book, the Customer’s Pass 
Books of a Bank.” 

“The items on the credit side of the Cash Book should be checked 
with the vouchers for the payment.” ( Pixley.) 

(4) When bonds are sold at a discount it is best to charge that dis- 
count to the account for which the funds were to be raised, as this is an 
additional item of cost. When they are sold at a premium the surplus 
should be credited to a Reserve Account. This would also be the case 
with discounts, when the bonds sold are not for any definite, but for a 
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general purpose. In either case it would be an ultimate source of income 
or expenditure. 

(5) For the purpose of sale the following charges might be properly 
eliminated. Interest charges on loans or notes, as these are charges that 
do not relate to trading directly, but disclose insufficiency of capital. With 
adequate funds available for conducting the business these expenditures 
would not have been incurred. 

Interest on capital could perhaps also be eliminated, as, in the case of 
a corporation, these items would be available for dividends 

(6) a. Real estate would be verified by the production of deeds as 
well as vouchers of payment for same, showing original cost. Any other 
charges unless they represent additional capital expenditure in improve- 
ments or acquisition of property should be eliminated. 

b. Mortgages on Real Estate should be verified by presentation of the 
checks paid for them and the deeds, examining also their recording as 
well as the matter of interest. 

c. and d. Certificates of Stock as well as Bonds should be verified by 
the production of the securities and determining their market value. It is 
also advisable to look into the genuineness of the securities. 

(7) Whenever a vendee firm has paid a sum of money for the 
acquisition of a business, in excess of the real value of the assets, or 
where heavy expenditures have been made in establishing a trade, it is 
proper to charge it to a good will account. In preparing an annual state- 
ment the item should be separated from the other assets appearing on the 
balance sheet. The special adjustment that an auditor might suggest 
would be to write it off by distributing the sum for a period of years and 
charging a due proportion of it yearly to Profit and Loss account. 

(8) The best authority in such a case would be the minute book of 
stockholders’ general meetings and the by-laws of the corporation. 

(9) The auditor should satisfy himself of the existence ‘of the inven- 
tories by getting a certificate from some one in authority as to quantity 
and figures. It is important to see that the inventory should be taken at 
cost and not at market price. While it is one and the same thing— 
valuing the inventory at cost or market price—for the purpose of show- 
ing the asset, it is quite a different matter, if the inventory is to be used 
for the qurpose of making a profit and loss account; and in such a case 
it should be at cost. 

(10) Such outlays should be charged against capital. It is presumed 
that the plants are acquired in the condition as described and the pur- 
chasing price paid for same must have been only to the extent that these 
assets are worth. Otherwise, if any excess of the value was paid, it was 
not paid for the asset proper, but most likely for the good will attached; 
hence, any additional extensive outlay for repairs and renewals was for 
the purpose of bringing it to a point of efficiency to earn greater revenue 
and therefore it is a legitimate capital expenditure. 

“Expenditure which is incurred with a view to completing or im- 
proving the equipment of the undertaking, and thus increasing its capacity 


420 





C. P. A. Question Department. 


to earn revenue, may be properly charged as capital expenditure.” 
(Dicksee. ) 

(11) The following rates would be approximately proper allowances 
for depreciation: 

Buildings from 2 per cent. to 5 per cent., to be deducted annually. 

Machinery from 7 per cent. to 10 per cent., annually from resulting 
balance. 

Tools revalued. 

Boilers from 10 per cent. to 15 per cent. per annum. 

Engines from 5 per cent, to 7 per cent. per annum. 

Horses from 15 per cent. to 25 per cent. on starting balance. 

Furniture and fittings revalued. 

(12) To facilitate a speedy and thorough audit of the cash account, it 
is best to have all cash receipts, of whatever nature, deposited in the 
bank, and make payments by check only. Petty expenditures may be 
taken care of by making the petty cash clerk directly responsible to the 
general cashier, to whom he is to render a periodical statement of his 
disbursements in voucher form, receiving in exchange a check for the 
total of same. It is also well to use a counterfoil receipt book for pro- 
ceeds of cash sales and other income. 

(13) To make the audit complete in every detail one should: 

1st. Verify all extensions and footings in the books of original 
entry. 

2d. Check each item in the Members’ Pass Books with the Con- 
tribution Book and Stockholders’ Ledger. 

3d. Check each entry in the Contribution Book with the Stock- 
holders’ Ledger. 

4th. Check each entry in the Withdrawal Book with the Stock- 
holders’ Ledger. 

sth. Check each entry in the Contribution Book and Withdrawal 
Book with the Cash Book. 

6th. Check the Treasurer’s Receipt Book with the Contribution 
Book. 

7th. Check the Treasurer’s Cash Book with the Withdrawal Book. 

8th. Check the totals of the Cash Book with the totals in the Gen- 
eral Ledger. (Keister.) 

(14) “ Organization expenses” should not be regarded as a permanent 
asset because it is not a capital expenditure for the acquisition of assets, 
but is more closely connected with revenue. It is desirable to write off 
the amount within the first few years. 

(15) a. In the balance sheet the auditor is expected to certify that 
the assets and liabilities are neither over- nor under-stated; and that it is 
a correct and complete statement of the financial position of a concern at 
a particular time. 

b. In the Profit and Loss Account the auditor is expeected to certify 
that the earnings are correctly stated, and that all items of income o1 
expenditure have been included. 
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Commercial Law. 
QUESTIONS. 


(1) What is a contract? If a man give his mote for $1,000 to a friend 
simply as a gift, can the payee of that note collect it at maturity? Give 
reasons for your answers. 

(2) In the law relating to corporations the term “ultra vires” is fre- 
quently employed. Tell in a general way what you understand by this and 
how acts that are ultra vires are regarded in the law. 

(3) What are “days of grace” as understood in the law relating to 
commercial paper? 

(4) By whom are the directors of a corporation usually selected and 
by whom are its officers generally chosen? 

(5) If a note is signed by N. R., president, and A. N., secretary, with- 
out disclosing the corporation for which they act, are they personally 
liable on the note? 

(6) If a bank pays a check drawn on it by a depositor, after payment 
has been stopped, can the depositor recover the amount so paid? 

(7) What is (a) an express contract, (b) an implied contract? 

(8) What is (a) a promissory note, (b) a bill of exchange, (c) an 
acceptance ? 

(9) Distinguish clearly between public corporations and private cor- 
porations. 

(10) What is the statute of frauds? What contracts must be in writ- 
ing in order to be effective? 

(11) What is a contract of guaranty? How does it differ from a 
contract of suretyship? 

(12) Name and describe two principal classes of partners. 

(13) @ What is a corporation? 

b How is a corporation dissolved ? 

c What is a stockholder’s right as regards voting and investi- 
gation? 

d What is a stockholder’s liability? 

(14) @ What courts have jurisdiction over bankruptcy cases? 

b What is the difference between voluntary and involuntary 
bankrupts ? 
c May a corporation become a voluntary bankrupt? 
d May a partnership become a voluntary bankrupt? 
(15) a Give the essential requisites of negotiable instruments. 
What words make a note negotiable? 


ANSWERS. 

(1) A contract is an agreement between two or more persons, com- 
petent to act, founded on a sufficient and legal consideration, to do or not 
to do some particular thing. 

No; he cannot collect, on account of lack of consideration. “A valid 
consideration is necessary to support any contract and the rule applies 
with equal force in the law of negotiable instruments, when the question 
of consideration is open to inquiry.” (Tompkins.) 
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(2) When a corporation performs acts beyond its express or implied 
powers, the acts are said to be “ultra vires.” In law ultra vires acts are 
not binding upon the parties, unless the corporations can be estopped to 
set up its lack of power, in which case it is bound. 

(3) By the term “days of grace” was meant three days that were 
added to the time stated in which the instrument should become due. 
This was done for the purpose to give the maker or acceptor an oppor- 
tunity to arrange for payment. It has, however, been abolished by statute 
in most of the states. 

(4) The directors of a corporation are usually selected by the stock- 
holders, while the officers may be chosen either by the directors or 
stockholders. 

(5) They are personally liable. The note should bear the corporation’s 
name first, in order that its officers may free themselves from personal 
liability. In this case their signatures indicate them as principals; the 
adding of the words (president and secretary) does not release them in 
the least. 

(6) Yes, he can recover. 

(7) a An express contract is such an agreement as arises from the 
words of the parties, whether written or oral, showing an intention to 
be bound. 

b An implied contract is such as reason and justice dictate and 
which the law presumes that every man undertakes to perform. If I 
employ a person to perform for me any labor, the law implies that I 
contract to pay him the reasonable value for his work. 

(8) a A promissory note is an unconditional written promise made 
by one or more persons to pay to another or his order or bearer a 
certain sum of money on demand or at a specified time. 

b A bill of exchange is a written order from one person to another 
to pay to a third party or his order a certain amount of money at sight 

c An acceptance of a draft or bill of exchange is the signification 
by the drawee of his assent to the order of the drawer. 

(9) Public corporations are government institutions, created for the 
administration of the public affairs of the community. States, counties 
and municipalities are examples of public corporations. 

Private corporations are associations formed by the voluntary agree- 
ment of their members, for the purpose of making profits. Examples of 
this kind of corporations are: Railroads, Banks, Manufacturing or 
Trading concerns, etc. 

(10) The Statute of Frauds is a term given to the statutory enact- 
ment which provides that certain contracts must be in writing or they 
cannot be enforced at law. The following contracts must be in writing in 
order to be effective: 

1. A contract which, by its terms, is not to be performed within 
one year from the making thereof. 

2. A contract to answer for the debt for another person. 

3. A contract in consideration of marriage. 
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4. A contract promising to pay a debt already discharged in 
bankruptcy. 
5. A contract for sale of lands or any interest in them. 

(11) Contracts of guarantee and suretyship are often used as synony- 
mous terms, and while similar in many respects, the contract of a 
guarantor differs from that of surety in the following particulars: 

The surety is bound jointly with the principal, and often by a contract 
entered into at the same time and upon the same consideration, and may 
be sued jointly with the principal. 

A contract of a guarantor is a separate undertaking often made upon 
separate consideration, and upon which he must be sued alone. 

(12) Public and secret partners. A public partner is an active mem- 
ber of a firm who participates in the business and is known to the world 
as such. A secret partner is one who in reality is a partner, but who 
conceals the fact from the public as well as from the customers of the 
partnership. 

(13) a A corporation is defined to be a collection of individuals 
united by authority of law into one body, under a special name, with the 
capacity of perpetual succession and of acting in many respects as an 
individual. (Gano.) 

b A corporation is dissolved: 

1. By the expiration of its charter. 

2. By the surrender of its charter, provided the State consents to it. 
3. By the repeal of its charter by the legislature. 

4. By the forfeiture of its charter, for misuse of its powers. 

ce Each stockholder is entitled to a vote, according to his holding 
(one vote for each share), in person or by proxy. The stockholders 
usually have the right of examining the books, but the by-laws may 
deprive them of that privilege. 

d A stockholder’s liability is only to the extent of the amount due on 
his subscription. : 

(14) @ The United States District Court has exclusive jurisdiction of 
bankruptcy, although some States have, also, laws under which assign- 
ments may be made by insolvent debtors. 

b A voluntary bankrupt is one who files a petition in bankruptcy; an 
involuntary bankrupt is one against whom a petition in bankruptcy is filed 
by his creditors. 

c A corporation may not become a voluntary bankrupt. 

d A partnership may become a voluntary bankrupt. 

(15) a@ The essential requisites of negotiable instruments are as 
follows: 

1. The instrument must be in writing, and signed by the maker 
or drawer. 

2. They must contain unconditional promise or order to pay a 
sum certain in money. 

3. They must be payable on demand, or at a fixed or determinable 
future time. 


4. They must be payable to order or to bearer. 
b. “Order” or “ Bearer.” 





